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MR. SKIRM: Peggy, how many times do 
you use a sheet of carbon paper? 
PEGGY: JWhy, wh... ah, about 20 times 
I Qucss. 


MR. SKIRM: | thought so. Here, take a 
look at this: 


Mr. Skirm yelled, “WA/ 7. / . 


...So | waited! 
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PEGGY: Jeepers, it’s a miracle! How 
come? 

MR. SKIRM: As I understand it, Park 
Avenue is deep-inked by some special 
process that soaks the ink deep into the 
paper. Another reason is Park Avenue’s 
extension edge. That lets you reverse 
-ach sheet, top to bottom, so that you 
use all parts of the paper. 

PEGGY: Ah me, too bad such 18-carat 
carbon paper can’t be on the desk of every 
girl in the office. 

MR. SKIRM: It’s going to be, starting 
Monday. And, believe me, I’m going 


Laboratory test No. 36092-NY. issued October 6, 1942 


to expect you girls to get a lot more 
mileage out of your carbon paper from 
now on! 


*Trade-Mark Revistered U.S, Pet. Off. 
Copyright 1942, Royal ‘l'ypewriter Cumpany, Inc. 
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Park AVENUE is only one of the out- 
standing carbon papers in the Roytype* 
line. Roytype is the carbon paper and 
ribbon division of the Royal Typewriter 
Company. Why not get your purchas- 
ing agent to call in the local Royal 
Typewriter representative today? He 
can quickly show you which weight 
and finish of Royal Carbon Paper ex- 
actly fits your every typing need. 


* * x 


The armed forces need typewriters! 
See how many of your standard ma- 
chines (made since Jan. 1, 1935) you 
can spare. Call your nearest Royal 
Branch — we will buy them, affix the 
Government seal, and pay you the Gov- 
ernment fixed price. 





















Contents for April, 1943 


PAGE 
ES eee ee a eee 136-137 
Fine Points of WPB Inventory Limitation Order 
I ooo isi 4. 4'k Noose ss 8 hee gh whe 138 
World Calendar Advocates Hope for Adoption on 
January 1, 1945 ©... - ee eee eee eee eee eee 143 
Relief from Excess Profits Taxes Through the Con- 
8 ogo ie hai dain Rene! «6 © hp Waa 144 
Use of Current Figures for Labor and Other Costs 
OS SOR OE eee ee ee 148 
Pension, Bonus and Profit-Sharing ‘Trusts ....... 150 
Brief Items from Here and There of Interest to 
Controllers and Financial Officers......... 158-159 
Institute Member Heads Program Committee for 
en 160 
Mid-Western Spring Conference ............... 162 
Reviews of Recent Business Publications ........ 164 
Five Opportunities to Qualify for Relief Under Sec- 
SION Stik oii ee es eo horns sre mores 166 
Industry and the Postwar World ............... 170 
I MUN Ngo vss Who six a ky wee me ae hs 180 
mentee cl Comin... 2 ce ee 181-183 
Prem Members Piected .. .. .. oo is. occ ee cee 184 





THE CONTROLLER. Published monthly by The Controllers Institute of America. Publi- 
cation office, American Building, Brattleboro, Vt. Editorial offices, One East Forty- 
second Street, New York, N. Y. Entered as second class matter at the postoffice, Brattle- 
boro, Vermont, September 1, 1937, under the act of March 3, 1879. Subscription 
$4.00 a year. Single copies, 50 cents each. Advertising rate card upon application. The 
editor will be pleased to review manuscripts submitted for publication, but will not be 
responsible for loss in transit or otherwise. The views expressed in the various articles 
are those of the Authors, not necessarily those of The Controllers Institute of America. 
ARTHUR R. TuckER, Editor. 
Copyright, 1943, Controllers Institute of America. Printed in U. S. A. 
VoLuME XI, No. 4 APRIL, 1943 














| April 
| April 


DATES AHEAD 


TWELFTH ANNUAL 
MEETING 


| September 20, 21, 22, 1943—-New 


York City 


EASTERN SPRING 
CONFERENCE 


| April 11-12, 1943—Philadelphia 


TRI-CONTROL MEETING 
May 5, 1943—Rochester 


MIDWESTERN CONFERENCE 
May 9 and 10, 1943—Cleveland 


MEETING DATES OF 
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April 
1—Philadelphia 


Milwaukee, Twin Cities 


April 7—Bridgeport 


April 8—Chattanooga 

April 12—Kansas City 

April 13—Buffalo, Cincinnati 

April 14—Indianapolis 

April 15—Hartford, Los An- 
geles, San Francisco 


April 20—Baltimore, Spring- | 


field, Syracuse 
April 26—Pittsburgh, St. Louis 
April 27—Boston, Chicago, De- 
troit, Districtof Columbia, 
Houston 
April 28—Louisville, Rochester 
April 29—New York City 


May 


May 4—Buffalo, Twin Cities 

May 5—Bridgeport 

May 7—Philadelphia 

May 10—Kansas City 

May 11—Cincinnati, Cleveland, 
Milwaukee 

May 12—Baltimore, Indian- 
apolis 

May 13—Dayton, Hartford 

May 14—Chattanooga 

May 18—Springfield, Syracuse 

May 20—Los Angeles, New 
York City, San Francisco 

May 24—Pittsburgh, St. Louis 

May 25—Boston, Chicago, De- 
troit, District of Columbia, 
Houston 

May 26—Louisville, Rochester 


Note: These are scheduled dates. 
Some changes may be made. 
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Editorial Comment 


“Comptroller,” or “Controller”? 


T HE question as to which spelling is to be pre- 
ferred, when designating the company official in 
charge of such matters as budgeting, accounting, 
auditing, statistics, reports, taxes, and the like, has 
been before the business public and controllers 
(note the spelling) in particular, for many years. 

The Controllers Institute of America adopted that 
spelling because it was less cumbersome than “‘comp- 
troller,” and apparently more in keeping with the 
times. Adoption of “controller” by The Institute 
has resulted in quite general use of that spelling, al- 
though “comptroller” has been pretty deeply em- 
bedded in the by-laws of quite a number of promi- 
nent companies. 

Use of the spelling “controller” has been given 
more support by Mr. Gano Dunn, president of J. G. 
White Engineering Corporation, and president of 
Cooper Union. Mr. Dunn discusses the matter in 
detail, in a letter to the editor, in which he says: 


“To some persons, especially those who already 
possess the title, ‘comptroller’ seems to have a mys- 
tic quality dear as life itself. 

“To the president of a very important corpora- 
tion which had recently created a new office of 
‘comptroller’ instead of ‘controller,’ I submitted the 
enclosed memorandum on the erroneous nature of 
the term. 

“T have called attention to the fact that The Con- 
trollers Institute of America, by its name, does not 
describe itself as a band of comptrollers, and that 
it publishes a monthly magazine which it calls “The 
Controller.’ Excepting the current case, ‘control- 
ler’ is the term used in all the new creations of the 
office that have recently come to my attention. 

“It is in old documents, like the Constitution of 
the United States, and several of the State Constitu- 
tions, and in cases that have been influenced by them, 
that the erroneous form continues. 

“The vogue of what the Oxford Dictionary calls 
a mis-spelling is undoubtedly due to the fear that a 


correction of the spelling in existing titles would 
involve legal complications through a change in the 
meaning, which it does not, for the meaning is the 
same, as the evidence here submitted indicates. This 
fear does not apply, however, when a new office of 
controller is created.” 


What the Dictionaries Say 
Mr. Dunn’s memorandum is worth reproducing 
in full: 


1. Webster's Unabridged 

Comptroller—originally an erroneous spelling of 
controller, after F. compte account. 

A controller; a public officer whose duty it is to 
supervise accounts and determine the propriety of 
expenditures. The term comptroller was once nearly 
synonymous with azditor; but the comptroller to- 
day has discretionary and executive duties which the 
auditor has not. 


2. Webster's Secondary School Dictionary 
Comptroller—erroneous for controller. 


3. Oxford Dictionary { Murray’s Unabridged} 

Comptroller—an erroneous spelling of controller 
introduced about 1500 and formerly frequent in all 
senses; still retained in certain official designations, 
while in others it has been changed to the ordinary 
spelling. 

4. Concise Oxford Dictionary 

Comptroller—Mis-spelling of controller in some 
titles. . 

5. Johnson’s Dictionary of the English Language 
First Edition 1755. 

To comptroll—This word is written by some au- 
thors, who did not attend to the etymology, for 
controll; and some of its derivatives are written in 
the same manner. 


6. Fowler's Modern English Usage 
Comptroller is not merely archaic, but erroneous, 
being due to false association with count (F. 
compter. L. computare). 
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Standard Dictionary Unabridged 

Comptroller—A common official spelling orig- 
inating in a false derivation from compt. See con- 
troller. 

Controller—An officer chosen by a state, city, cor- 
poration or the like, to examine and verify its ac- 
counts by comparison with a counter-roll or register 
of accounts. Written also comptroller. 


. Century Dictionary [Revised and Enlarged Edi- 


tion | 

Comptroller—See controller. 

Controller—Often written in the second sense, 
comptroller, in accordance with a false etymology 
from compt, an old spelling of count. The keeper 
of a counter-roll or check list. 

Specifically 2, an officer who has certain duties to 
perform in examining the accounts and managing 
the financial affairs of a public or private corpora- 
tion, or of a city, state or government. 

“Two controllers are employed by the govern- 
ment of the United States—the Controller of the 
Treasury and the Controller of the Currency; the 
latter administers the laws relating to the national 
banks. There is also an assistant Controller of the 
Treasury. Some states and cities also have officers 
styled controllers, with similar duties. In this sense 
often spelled comptroller, a false form.” 


. The American Universities New Unabridged Dic- 


tionary 

Comptroller—See controller. 

Controller—3. An officer having specified duties 
in connection with the management of financial af- 
fairs of any corporation, as a trust company or a city 
or state government. Three controllers are author- 
ized by the national government, and a number of 
the states and larger cities have a similar officer; 
in this sense wrongly spelled comptroller. 


ae eekloys Etymological Dictionary of Modern Eng- 


lish 

Comptroller—In some official titles for controller. 
Bad spelling due to mistaken association with F. 
com pte, account. 


Dictionary of Occupational Titles. Part I. Definition 
of Titles. Published by United States Department 
of Labor. United States Employment Service. June 
1939 

Comptroller—See controller. 

Controller—supervises the financial affairs of an 
industrial concern, educational establishment, char- 
itable institution, or of a city, state or national gov- 
ernment; authorizes and controls the disbursement 
of all monies by Treasurer; directs the keeping of 
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accounts and records; analyzes the accounts and rec- 
ords and prepares statements for directors or legis- 
lative body concerning the financial condition of or- 
ganizations, the expenditures for salaries, overhead, 
and indebtedness, and the costs of production or 
operation; develops and recommends specific poli- 
cies regarding the financial problems of the or- 
ganization. 


Rights and Privileges of Contractors 


R. DUNDAS PEACOCK, controller of the 

Elliott Company, of Jeannette, Pennsylvania, 
asked for immediate definition of the rights and 
privileges of contractors and subcontractors upon 
termination of government contracts, in an address 
to the Third War Conference of Controllers at Phil- 
adelphia on April 12. The manner in which cancel- 
lation clauses are interpreted will provide either 
equitable settlements and prompt realization by the 
contractors of the working capital invested in the 
contracts, or will entail losses to the contractors. 

Mr. Peacock’s suggestion is constructive. 


Reports Have Been Combined 


i the March issue of this magazine we asked the 
question, “Why not combine these reports?” in 
referring to Form 1099, which has been due on 
February 15 each year, and to the statement of em- 
ployees’ earnings and deductions therefrom for the 
Victory Tax, due on January 31, 1944. 

Several readers have hastened to assure us that 
this situation has been met. One points out that the 
situation has been eased by Section 469-B of the 
1942 Federal Revenue Act, which “provides that 
copies of the annual victory tax receipts which are 
furnished to the Commissioner of Internal Revenue 
will replace Form 1099 formerly required under sec- 
tion 147, insofar as it concerns salaries and wages.” 

Another reader encloses a copy of Circular VT 
issued by the United States Treasury Department 
in November, 1942, “which indicates that Form 
1099 will not be required in addition to the Victory 
Tax Information Form.” 

One controller writes that “it seems as though 
the Treasury Department already has made arrange- 
ments for the filing of one report instead of two.” 
He adds: “However, I most certainly agree with 
you that it would be a real burden for most control- 
lers to complete this information by January 31, 
1944, and sincerely hope that the reporting date 
may be adjusted so as to fall not sooner than Feb- 
ruary 15, 1944.” If the matter of the reporting date 
can be adjusted, a burden on business will have been 
eased. 
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Limitation Order L-219 Described 


I am especially pleased to be invited 
to come over here this noon, because 
of the fact that John Donaldson, 
your immediate past president, was so 
closely associated with us in the 
study of the inventory problem and 
in planning the limitation program. 

I shall not go back into the whole 
history of the program. I think all of 
you know that it was the result of six 
months of study and consultation 
with the trade. We found the trade 
very helpful in their contributions to 
the order, to the phrasing of the or- 
der, and to the ideas behind it, for 
that matter. 

John Donaldson, Irwin D. Wolf of 
Pittsburgh on the retail side, and I, 
made up the Wholesale and Retail In- 
ventory Policy Committee of WPB’s 
Office of Civilian Supply. Mr. Harry 
Wolfe, here, was a senior member of 
the technical staff of our committee 
which did such valuable work in the 
collection of inventory and sales sta- 
tistics—not only the collection but 
the evaluation and interpretation of 
those statistics, persuading Govern- 
ment and private agencies to release 
data, to make special tabulations, and 
so on. 

The Order was issued December 
29, 1942. It does not become effective, 
in restricting receipts of goods, as 
most of you know, until the second 
quarter of the merchant’s 1943 in- 
ventory, which may begin either 
March 1, April 1 or May 1, depending 
upon the fiscal year of the merchant. 
I do not plan to explain the Order, 
because I presume that all of you are 
somewhat familiar with it. I do in- 
tend to take up here for a few minutes 
some of the problems that have arisen 
as we have been administering ‘the 
Order, and then to throw the floor 
open for questions to Mr. Wolfe and 
myself. 


APPEALS PROCEDURE 


Although those of us who were as- 
sociated with drafting the Order 
felt it was the best Order we could 
get out with all the advice and counsel 
we had, we do not think it is a per- 
fect order by any means, nor do we 
think that L-219 is the final answer, 
the only answer, to equitable distribu- 
tion of consumer goods among the 
consumers of this country. It is just 
one step in what we consider to be 
the proper direction. 

I thought you might be interested 
in the appeals procedure. I am not 
going to spell it out at length, but any 
regulation which affects some 45,000 
diverse business enterprises, as does 
Order L-219, is bound to work some 
hardship—some exceptional and un- 
reasonable hardship upon individual 
merchants. That is fully realized. 

Those who wish to make appeals 
under the Order for relief from some 
of its provisions should be sure to ac- 


company those appeals with form 
PD-689, giving base period, quar. 
terly, inventory-sales ratios. They 
should not only fill out 689, but also 
the 690. This form gives additional 
information, shows whether the mer- 
chant is above or below his inventory 
limit, and what his estimated allow- 
able receipts for the second quarter 
will be. 

Appellants should, furthermore, 
point out as specifically as possible 
why they believe exceptional and un. 
reasonable hardship is caused by the 
workings of the Order upon their 
business enterprises. They should 
state also what relief they request and 
why, for example, how much added 
allowable receipts they think they 
should be given, and why that 
amount. 

Merchants are perfectly at liberty 
to consult personally with the appro- 
priate section chief in my branch and 
to place their cards on the table and 
talk with my associates. It is always 





Board. 





ADMINISTRATOR’S INTERPRETATIONS 


In response to many requests from controllers for informa- | 
tion concerning the decisions which are being made in connec- 
tion with the details of administration of what is known as the 
Inventory Limitation Order, L-219, the New York City Control 
of The Controllers Institute of America invited the administra- 
| tor, Mr. Eaton V. W. Read, to address a luncheon meeting on 
| March 10. Mr. Read had just moved his headquarters to New 

York City. The order was promulgated by the War Production 


The session brought out much detailed information on points 
| which had been bothering controllers—such as turnover rate, 
projected sales, normal inventory, tolerance allowance, ‘’in tran- 
sit’’ goods, hard versus soft lines, allowable receipts, sales ratios, 
new stores and departments, changing inventory year, trans- 
_ ferring goods, sending goods back to vendors, “lay-aways,’’ what 
constitutes a mercantile inventory, who is subject to order. 

Mr. Read cleared up these points, and threw much light on the 
procedures which are being followed. The substance of what he 
| had to say is reported in this article. President G. E. Foster, of 
| the New York City Control, acted as chairman. 


—THE EDITOR 
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preferable, however to make appoint- 
ments, as the men are very busy. 

The section then makes a recom- 
mendation to the Appeals Committee 
of my branch. This group is com- 
posed—the panel varies from appeal 
to appeal—of at least two other sec- 
tion chiefs or their immediate assist- 
ants, in addition to the section chief 
making the recommendation. When 
the Appeals Committee agrees upon 
a recommendation, either for denial, 
full grant or partial grant, that recom- 
mendation is passed along to the of- 
fice of the Administrator—to Mr. 
Wolfe and me. If we agree with the 
Appeals Committee, I sign either the 
denial letter or the form, which au- 
thorizes the “‘machine signature” of 
Director General of operations of the 
War Production Board to a ‘grant 
letter.” The machine signature is 
then affixed right here in New York 
without going through any further 
red tape, and the letter can go out the 
same day. In certain cases, applica- 
tions for relief under paragraph (q) 
(3), grant authorization for the sig- 
nature of one of my staff members, to 
whom temporarily has been delegated 
the authority to sign for the Office of 
Civilian Supply. 


IN CasE OF DISAGREEMENT 


If the Administrator and his as- 
sistant disagree with the Appeals 
Committee, the case is remanded to 
the committee for further considera- 
tion, and if there is continued dis- 
agreement, it goes to the Director of 
the Wholesale and Retail Trade Divi- 
sion, to whom I report, for a resolu- 
tion of differences. 

If we deny the appeal and the con- 
cern wishes to re-appeal, it may do 
so, of course. It comes back to us 
and we reconsider the case. If we 
then make a grant, it is handled as 
I described before. If we do not 
gtant relief we recommend denial to 
the Appeals Board in Washington. 
If the Appeals Board disagrees with 
our recommendation, it must give us 
the right to have a representative ap- 
pear to present our case. I may also 


give the re-appellant the right to 
Present his side of the case. 


The 
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second denial is made over the signa- 
ture of the Deputy Chairman of the 
Appeals Board, and the third denial, 
if it goes that far, is made by the 
Chairman of the Appeals Board. 
There is provision for the case to go 
higher, to the Chairman of the War 
Production Board, eventually. 


WHEN TURNOVER RATE Is RAPID 


In the course of administering the 
regulations so far, several points 
have come up. In the first place, the 
Consumers Goods Branch of the 
Wholesale and Retail Trade Division 
has adopted the policy that no relief 
from the provisions of Order L-219 
will be granted solely on the basis 
that a merchant has had a faster rate 
of turnover than his competitors dur- 
ing the base period. 

Parenthetically, I think you can see 
what would happen if we allowed 
concerns having a more rapid rate of 
turnover than their competitors dur- 
ing the base period to come down to 
the average. We would soon have 
a new average—a lower average—so 
we would be slowing up the flow of 
goods rather than keeping the rate 
approximately the same as during the 
base period of 1939, ’40 and ’41. 

Nevertheless, it is the intention of 
the branch to grant appeals under 
paragraph (q)(3) if a merchant 
shows the compliance with the Or- 
der will work an exceptional or un- 
reasonable hardship upon him be- 
cause of extraordinary circumstances 
peculiar to his own operation. 

That might include shifting lines, 
for instance. He has shifted from 
more rapidly turning lines to slower 
turning lines because of wartime con- 
ditions. It would then not be fair 
to consider him as being the same 
merchant in 1943 as he was in 1939, 
40 and ’41. 


PROJECTED SALES 


I am going to skip on rather rap- 
idly to some of these points. I want 
to point out that “projected sales’ as 
used in the order isa maximum. We 
use that device only so that we will 
have a legally enforceable document 
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or instrument, but that is the max- 
imum. If a concern got a 1.20 ratio 
in the fourth quarter of ’42 versus 
the fourth quarter of 41, and its own 
economists—or if it has none of that 
breed, its own controllers—estimate 
that it is going only to break even the 
second quarter of ’43 versus the sec- 
ond quarter of ’42, it should not use 
the other rate, that is the 1.20, for its 
own planning. It should use 1.00. 
Otherwise it would be caught in diff- 
culties at the end of the second quar- 
ter even though it avoided them at 
the beginning of that quarter. It 
is thus the conservative thing to do 
(and controllers as a group, I am in- 
formed, are conservative gentlemen) 
to use the company’s own best esti- 
mate, if that estimate is lower than 
“projected sales.” If that estimate is 
greater than “projected sales,” how- 
ever, the latter is the maximum figure 
that can be used. 

You can see that we cannot allow 
individual merchants to estimate their 
own sales and use that for the basis 
of calculations. If we did so a lot of 
optimists would get out from under 
the hands of the controllers and over- 
estimate °43 sales increases, thereby 
getting in a “jam” and having little 
to buy in the third quarter. 


NORMAL INVENTORY 


The calculation of “normal inven- 
tory’ at the begnining of the third 
quarter, which is necessary if you are 
tentatively figuring your allowable 
receipts for the second quarter, can be 
made accurately only after the first 
quarter's figures are in. Many mer- 
chants are telling us that they are 
using the cumulative figures for the 
first quarter's operations to date as 
against the first quarter of '42 in or- 
der to guide themselves as they go 
along. In that way tentative figures 
can be made up. 

Let us take a store that is on a Feb- 
ruary 1st basis, whose income tax year 
begins then, and whose inventory 
year begins then. We are now at the 
tenth of March. They already have 
a pretty good idea of how their sales 
for this quarter will compare with the 
sales of the same quarter of '42. It 
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is not a very good idea, yet, but it is 
a lot better than none to use for their 
own budgeting. 


How TOLERANCE ALLOWANCE 
OPERATES 


The matter of tolerance: We are 
urging merchants to merchandise to 
the normal inventory, not to the in- 
ventory limit which represents, you 
remember, the normal inventory plus 
the tolerance. The tolerance is not a 
device simply to allow merchants to 
take in more goods; it was developed 
because of uncertainties of deliveries. 
Goods might come in more rapidly 
than they were expected under certain 
circumstances, and they certainly 
might come in more slowly, or there 
might be unexpected decreases in 
sales. Those are the things that the 
tolerance was designed to take care 
of, rather than just acting as an in- 
crease in allowable inventory per se. 

A senior executive of a large store 
out in Cleveland showed me last 
week, for instance, how he was ac- 
tually under his normal inventory, 
which was one cushion, and had his 
complete tolerance as a second cush- 
ion. He showed me how he was 
distributing that first cushion among 
his seven major merchandise divi- 
sions. He intended to use the second 
cushion, as he put it, (the tolerance) 
only as a last resort and to take care 
of merchandise coming in unexpect- 
edly. 


LEAVE Books OPEN FOR 
“IN TRANSIT’ Goops 


The matter of in transit: In transit 
goods are considered under the Order 
as being in inventory twenty-four 
hours after they arrive at the premises 
of the holder of mercantile inventory 
or at a commercial warehouse for his 
account, and the cut-off at the end of 
the month is to be at midnight of the 
next to the last day of the month. 
Several merchants have told us, “We 
cannot get those goods priced and 
get them through the shop in that 
time; we just cannot do that on a 
one-day basis.” 

That really is not the question, 
gentlemen. All you do is to leave 
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your books open, so to speak. Re- 
member that if you are over-inven- 
toried, or when you are figuring out 
whether or not you are over-inven- 
toried, you are operating in the fol- 
lowing quarter, and you do have a 
record of when those goods were re- 
ceived. You simply bring yourself 
up to date on that basis. 

There is another point in connec- 
tion with that—the twenty-fifth day 
cut-off—that should be brought out 
here. Many merchants have had the 
practice of cutting off merchandise 
receipts on the twenty-fifth—to help 
show a low inventory and a good 
turnover, and so on. Even if that 
was their custom formerly, they no 
longer can continue to do so, because 
they would be at an undue advan- 
tage over their competitors who did 
not do so. They use figures up to 
midnight of the next to the last day, 
and then they may go back to the 
base period and put their beginning 
inventories on a comparable basis by 
adding receipts of the 26th, 27th, 
28th, 29th, and in some months the 
30th. In many cases stores will have 
the actual records available so that 
they can do that. If they cannot, they 
should apply to my branch for in- 
structions as to a method of estimat- 
ing, or they can develop a method of 
estimating “on their own hook,” and 
then check with us as to whether it is 
a permissible method. 


HARD VERSUS SOFT LINES 


We have had quite a few people 
misunderstand the Order, feeling that 
those concerns which formerly car- 
ried a rather large proportion of hard 
lines now have an advantage because 
they can fill in inventory of soft lines 
where there is no longer an inventory 
of hard lines. That is a misconcep- 
tion of the Order, because the mer- 
chant is able to replace inventory of 
hard lines with inventory of soft lines 
only if he has increased his sales or 
kept his sales up by getting more soft 
line sales than he had during the base 
period. 

I am sure that those of you who are 
assembled here would not fall into 
that fallacy, but we have been sur- 
prised by some of the people who 





felt that there was an undue ad. 
vantage there. The merchant, in or. 
der to replenish inventory in the soft 
lines must have had sales—this is ap 
inventory-to-sales ratio Order—sales 
of soft goods to make up for the 
former sales of hard goods before he 
can fill in with inventory of soft 
goods. 

On the other hand, stores that used 
to handle a goodly proportion of hard 
goods say that they are at a disad- 
vantage because their hard goods had 
a faster rate of turnover than their 
soft goods. 


WHEN REPORTS ARE CALLED For 


We find some misconceptions in 
the trade as to reports. Reports are 
called for by the 25th day of the first 
month of the second quarter only if 
the merchant’s actual inventory, 
whether physical, book, or calculated, 
was greater than his inventory limit 
at the beginning of the second quar- 
ter. Remember, “merchants” include 
holders of mercantile inventory—in 
some cases gas companies, book pub- 
lishers, and others. 


ALLOWABLE RECEIPTS 


The method of calculating allow- 
able receipts: Some men came in yes- 
terday from a chain of furniture 
stores. They were under the impres- 
sion that if they were one dollar over 
their inventory limit at the beginning 
of their second quarter, April 1, they 
would be held down to purchasing 
during the second quarter only one- 
third of their cost of sales during the 
first quarter, as they valued their in- 
ventories at cost. That is not the 
case, gentlemen. Remember, that 
the first method of calculating allow- 
able receipts in effect deducts only 
the amount that the merchant is over. 
If he is one hundred thousand over 
his inventory limit, in effect that 
amount is taken away from his open 
to-receive-into-stock, or what we call 
“allowable receipts” in the second 
quarter. The merchant figures it both 
ways, and then he takes the larger of 
the two figures: his calculated re- 
ceipts or the one-third of his cost of 
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sales or sales for the preceding quar- 
ter. 

The purpose of the one-third provi- 
sion is to allow merchants to balance 
their stocks even though they are far 
out of line—as they would have to be to 
make that the larger of the two fig- 
ures. 


SALES RATIO MISUNDERSTOOD 


The “sales ratio,”"—how one gets 
the figure which he applies to his 
second quarter, 1942 sales—has 
caused some misunderstanding. I 
forget who the man was, but a retail 
accountant recently told me that he 
had a bet with a very smart chap from 
one of the biggest stores in New York 
that the fourth quarter ’42 versus the 
fourth quarter °41 was the ratio to 
apply to all successive quarters—not 
just to the second quarter of ’42 to 
get the projected sales for the second 
quarter of 43. The man at the large 
retail establishment was entirely 
wrong, and I hope that our friend of 
the accounting firm collected his bet, 
because you constantly move forward 
in figuring your projected sales. For 
the third quarter you use the sales 
ratio of first quarter ’43 versus first 


quarter ’42. In drafting the regula-. 


tion we tried to keep as close to the 
present as possible. A merchant uses 
the second preceding quarter: fourth 
for second, first for third, second for 
fourth, and so on. 


New Store MIGHT OBTAIN SOME 
RELIEF 


New departments and new stores: 
We have had a few cases where a man 
comes in and says, “I opened up a 
new department and I have to have 
some relief. I do not have any allow- 
able receipts for its inventory.” Just 
as a generalization, if that new depart- 
ment, or a new store, for that matter, 
is going to be only a small proportion 
of that merchant’s total business, he 
will be expected to merchandise to it 
from his other inventories. If, on the 
other hand, a little merchant having 
two stores plans to open a third, I 
would say as a curbstone opinion that 
he might obtain some relief. Put it 
this way: I would advise him to apply 
for relief, if he is going to have an 
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operation which will, he thinks, in- 
crease his sales by one-third. He 
should come in for relief and for ad- 
ditional allowable receipts only if his 
new department or store is going to 
be a rather important percentage of 
the total volume of his business. 


Must CHANGE FISCAL YEAR To 
CHANGE INVENTORY YEAR 


Changing inventory year: Few mer- 
chants have wanted to change their in- 
ventory year. Of course, some of them 
want to put off the effective date by 
a month or two, by shifting from the 
inventory year which ties in with their 
fiscal year according to the Order. You 
remember the former begins Decem- 
ber 1, January 1, or February 1, which- 
ever coincides with the beginning of 
a quarter of the merchants’ income tax 
year. That was put into the regulation 
after the November meetings, for ob- 
vious reasons of compliance and check- 
ing. It makes it much easier to check 
if you can use income tax figures as a 
basis, as you controllers will appre- 
ciate. 

If a merchant comes in with such an 
appeal, our first step is to advise him 
to ask the Bureau of Internal Revenue 
to change his fiscal year. If he suc- 
ceeds in that, he then obtains, merely 
by notifying us, the right to change 
his inventory year. If he does not suc- 
ceed, he may apply for relief and it 
goes through the regular procedure. 
Generally speaking, an application to 
change from January 1 to February 1, 
just because it puts off the evil day an- 
other month, would not receive any 
particular consideration. 


TRANSFERRING Goops FROWNED 
UPon 


Some merchants are alleged to be 
transferring goods from one store to 
another store, charging the amount on 
retail sales tickets, thereby increasing 
their allowable inventory in the third 
quarter of this year. Also, some mer- 
chants are said to be sending goods 
back to vendors, charging them out as 
retail sales. That is absolutely outside 
the regulation and against the provi- 
sions of the regulation and is not to be 
countenanced by the administrator of 
the regulation. If necessary, we will 
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have checks made to find out who is 
doing it because that is entirely out- 
side the letter, paragraph (f) (2), as 
well as the spirit of the regulation. 

I have attempted to take up with you 
some of the points which have arisen 
as we have been administering this 
Order L-219, as well as outlining 
briefly the appeals procedure. I now 
would like to throw the meeting open 
to any questions that you gentlemen 
may want to ask, with the permission 
of the President. 


TREATMENT OF “Lay-AWAys”’ 


I am going to ask Mr. Wolfe a ques- 
tion. How about lay-aways especially 
in reference to furniture? Lay-aways 
are increasing, especially in Canton, 
Akron, and such cities. Housing is very 
tight and couples want to split up their 
homes and get away from mother-in- 
law or sister-in-law. They go down 
and put down their thirty-three and a 
third per cent. on furniture and then 
they cannot get any place to put it. 
Some merchants count lay-aways one 
way and some another. I wish you 
would tell the men what you have told 
those fellows. 

Mr. Harry D. Wo re: Perhaps 
some of these men do not know what 
a lay-away is. A lay-away is a device 
whereby you go in and put something 
down and tell the merchant to lay away 
the goods. It’s a device used principally 
in the furniture trade, and the jewelry 
trade. Some controllers count the sales 
as the sales are made; other control- 
lers count the sales when the goods are 
delivered. In other words, there are 
two practices. In one if you count the 
sales as the sales are made, you take the 
goods out of inventory at that time. If 
you do not count the sales until the 
goods are delivered, you leave the 
goods in inventory until delivery is 
made. 

Many of the companies are now 
changing their practice, and where 
formerly they counted their sales only 
when they made delivery, now they 
are counting the sales when the sales 
are made. 


TREATMENT Must BE UNIFORM 
AND CONSISTENT 


Since Order L-219 requires consis- 
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tency in accounting, you must treat lay- 
aways, for example, in the same man- 
ner today as you did in the base period, 
or you must treat them in the base pe- 
riod as you are treating them today. 
In other words, you must be consistent 
in all of your computations under 
L-219. If your accounting practice has 
changed since the base period, you 
must either change the base period to 
your present practice, or change your 
present practice to your base period 
practice. 

For example, many concerns are now 
using the “‘lifo” method, for reasons 
best known to themselves. Most retail 
concerns did not use “‘lifo” during the 
base period. If a company operating 
under “‘lifo’’ today desires to use “‘lifo”’ 
under Order L-219, it must change its 
base period records to a “‘lifo’’ basis. 

QuESTION: Does L-219 apply only 
to retailers and wholesalers ? 

Mr. WOLFE: L-219 applies to any- 
one who has a mercantile inventory, 
whether he is a wholesaler, retailer, 
manufacturer, jobber, commission man, 
manufacturer’s agent, or selling agent. 
In other words, a mercantile inventory 
is an inventory of consumers goods, 
which is not held at the factory where 
manufacturing such goods was com- 
pleted. Let us take the case of a soap 
manufacturer who moves his soap from 
Cincinnati to a branch warehouse in 
Chicago. The soap in Chicago is part 
of a mercantile inventory, and that part 
of that manufacturet’s inventory is 
under L-219. 

QUESTION: Suppose he cannot seg- 
regate his branch stock from his total 
stock ? 

Mr. WOLFE: The Order says where 
it is impractical to segregate, you may 
include all of it. 

QUESTION: In other words, that 
means your raw material ? 

Mr. WOLFE: Just finished goods. 

QUESTION: Suppose you cannot seg- 
regate them? 

Mr. WoLrFE: In that case, you had 
better come in and talk to us. 

QUESTION: Even if you can segre- 
gate them, if you have a branch that 
is supplying the Government partly 
and partly civilians, what do you do? 

Mr. Wo .FE: Under the Order, the 
end user is not a factor. It is the end 
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use of the product. The definition 

QUESTION: Is the Government a 
consumer ? 

Mr. WOLFE: I was just going to 
say, sir, the definition of consumers 
goods is any goods which are of a 
form or type bought by ultimate con- 
sumers for their personal household 
use. The test of consumers goods is 
this: Do I, does my family, or do any 
of my friends buy that kind of goods 
for home or personal use? The end 
user is not important and is not the 
principal determinant. 

Let me ask this: If an office supply 
house sells its office supplies only to 
banks and manufacturing concerns, are 
its pencils consumers goods? The an- 
swer is yes. Since pencils are bought 
by ultimate consumers for personal use, 
pencils are consumers goods, and, of 
course, are in his mercantile inventory 
if he has a retail establishment, has a 
wholesale establishment, or if he has 
a stock carrying branch warehouse. 

QUESTION: But in your branch ware- 
house, say it is medical supplies, you 
have dental cream. Some of that goes 
to the Army, to the Navy; some of it 
goes to drugstores; you buy it in your 
home. 

Mr. Wo FE: All that is mercantile 
inventory. 

QUESTION: How about ether ? 

Mr. WOLFE: What about it? 

QUESTION: What is it, consumer 
goods or not? 

Mr. WOLFE: I would say so, yes, 
except, suppose you had ether in very 
large cams... . 

QUESTION: No, it isn’t put up that 
way. 

Mr. WoLrFeE: Put up only in small 
cans? I would hedge on ether. 

QUESTION: What do you have to 
do, segregate your stock in the branch? 

Mr. WoLre: Yes, if you can. 

QUESTION: You cannot. 

Mr. WoLrFE: Then you put it all 
together. 

Mr. READ: May I rise to a point of 
policy on that? I think all of you can 
see why we had to define consumers 
goods by the use rather than the user, 
because these goods are fungible, as 
the lawyers would call it. The office 
supply house sells a large proportion 
of its supplies to banks and commer- 





cial establishments, but at any time the 
company, by its promotional methods 
could sell a larger proportion of those 
goods to consumers. Therefore it is 
only fair to the other people carrying 
pencils, as an example, to control pen- 
cils as a part of that man’s mercantile 
inventory rather than freeing them 
from the control. 

When we were drafting this regula- 
tion, we had to make it as equitable 
as we could as among different chan- 
nels of trade. That is why the manu- 
facturer’s branch house is in, because 
that manufacturer’s branch house is a 
potential if not actual competitor of 
the independent or chain wholesaler, is 
it not? You see, where there is inte- 
gration of the channels of trade, there 
is competition. That manufacturer's 
branch house of the soap company in 
Cincinnati is competing in the sale of 
soap with others out in Chicago. That 
is why the manufacturer's branch 
house is included. The manufactur- 
er’s retail establishment, I think, is 
obvious, but that is why we have to put 
consumers goods in; they are fungible, 
they are interchangeable, they can be 
sold either to the Government or to 
consumers. 

MEMBER: The point I was trying to 
get at was this: You have a branch on 
the west coast and you carry a large 
stock of your goods there, at the re- 
quest of various departments of the 
Government—the Navy, the Army, the 
Maritime Commission—because they 
want them there in case something 
happens anywhere in the Pacific, to 
save twenty-four hours’ time. Now, by 
reason of carrying those stocks, you 
may well have your inventory over the 
peacetime average. 

Mr. Reap: In relation to sales, if 
your sales do not ‘‘justify” the inven- 
tory. 

MemBeER: Not so much there, but 
the value of the merchandise in the 
volume sold to the Government will 
be higher than it would be to the civil- 
ian. 

Mr. READ: You mean as a propot- 
tion of total business. 

MEMBER: For instance, $500 cost 
might represent $1,000 sales’ value to 
civilians, and $900 cost would repre- 
sent $1,000 sales to the Government. 
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Mr. READ: Because of the lesser 
margin ? 

MEMBER: Yes. 

Mr. ReaD: Of course, in the case of 
health supplies, if that is done at the 
request of branches of the Govern- 
ment, and if the inventory-sales ratio 
is out of line, I would say that it was 
definitely a question for consultation 
with my branch. 

MEMBER: You cannot segregate 
them, and certain of the merchandise 
you do not know. Ether, for instance, 
you do not know when you send it out 
whether it is going to civilian hospitals 
or whether it is going to MacArthur. 

Mr. ReaD: I think that the health 
supply situation, especially on the west 
coast is a very peculiar matter. 

MEMBER: They wanted a rush ship- 
ment of olive oil for Guadalcanal for 
the Marines. 

Mr. READ: It was not part of the 
intention of the Committee framing 
the regulation to hinder that, so I sug- 
gest that you talk to us about it. Please 
come in and talk with Mr. Alexander, 
of my staff, who is chief of the Manu- 
facturers’ Warehouse Section and Act- 
ing Chief of the Wholesalers and Job- 
bers Section. 


FINE LINE ON CONSUMERS GOODS 


QUESTION: I should like to try to 
draw out, if I can, how strict an in- 
terpretation you are using on estab- 
lishing this business of consumers 
goods. I have been trying to think of 
a good example to use in framing my 
question. You talk about office sup- 
plies. It is true, pencils are used by 
individuals. How about paper that has 
been specially processed to fit a cer- 
tain type of business machine? There 
is no chance that rolls of that paper 
could be used by an individual in his 
home for anything except curiosity. 
Does that fact, though, that it is paper 
and paper for wrapping and other pur- 
poses, make it become the consumers 
goods? Does it extend to all the field 
of paper, no matter how it is proc- 
essed? You have drawn a fine line, 
and each individual can apply that 
theory against his particular kind of 
product. 


Mr. Wotre: Let us take paper. Let 


us say that you carry in your paper 
stock a 17 x 22 size. Our explanation 
of that is that that size is not a con- 
sumers’ goods size, because rarely if 
ever does a consumer go in and buy 
that size paper, unless he decides to cut 
it up himself. Paper held by a publish- 
ing house or a printer, for example, or 
a stationer, which he is holding in his 


World Calendar 
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establishment for printing jobs, is not 
considered consumers goods. 

MemBER: I could not get that anal- 
ogy out of the pencils. 

PRESIDENT Foster: I neglected to 
mention that Mr. Read’s office has been 
moved from Washington to New York, 
so that he and his staff are available 
here when needed. 


Advocates Hope 


for Adoption on January 1, 1945 


The World Calendar Association, 
Inc., is enlisting support for its pro- 
posed ‘‘World Calendar,” a 12-month 
year containing four equal quarters, 
and which provides for stabilizing holi- 
days—because the same date of the 
month comes on the same day of the 
week every year. Under this calendar, 
for instance, Christmas will always 
fall on Monday. Every year, and 
every quarter, begins on Sunday. The 
standardization is obtained by insert- 
ing an extra day at the end of Decem- 
ber, which is treated as an extra Satur- 
day or “Year-End Day,” and set aside 
as a holiday. To overcome the difh- 
culty of Leap Year, a “Leap-Year 
Day” is inserted at the end of June— 
another extra Saturday. 

According to Emerson Brewer, di- 
rector of the Association, the majority 
of leaders in the fields of retailing, in- 
surance, manufacturing and banking 
have gone on record as favoring a 
more stable calendar, and many of 
them have endorsed the World Calen- 
dar. Their interest has been won by 
the fact that the proposed calendar 
lends itself to true comparisons of 
business accomplishments by previous 
months, periods and years—and also 
because it lends itself to orderly office 
procedure, constructive year-after-year 
planning, and to establishment of eco- 
nomical routine. 

Mr. Brewer states that many national 
organizations are appointing commit- 
tees to study calendar revision as it 
applies to their particular problems of 
accounting, sales or management. 

“Consideration of calendar reform 
is especially timely now,’ Mr. Brewer 


pointed out, “because an international 
or inter-American conference on calen- 
dar reform should be held during 
1943. The most logical year for the 
World Calendar to go into effect is 
1945, because in both the present cal- 
endar and the World Calendar Decem- 
ber 30, 1944, falls on Saturday. If 
the following day is designated as an 
extra Saturday—the first World Holi- 
day—civilization would then be ready 
to initiate the new year and the new 
time-pattern with Sunday, January 1, 
1945.” 

Fourteen nations already have en- 
dorsed the new calendar, and its adop- 
tion awaits only international agree- 
ment. The World Calendar Associa- 
tion is incorporated in New York 
State, with headquarters in New York 
City. It has affiliated committees and 
members in practically every nation in 
the world. 


MANY FIRMS MAKING 
POSTWAR PLANS 


A five-page mimeographed summary 
of the conclusions reached in a post- 
war survey made by the Research In- 
stitute of America among 30,000 in- 
dustrial executives and professional 
men was prepared by the secretary of 
The Institute and presented at the 
concluding meeting of the War and 
Postwar Planning Forum which the 
Research Institute conducted at Wash- 
ington, D. C., on April 2 and 3. 

The summary disclosed that a great 
many firms are doing some sort of 
planning to meet postwar conditions, 
but on an independent, individual ba- 
sis. 








Relief from Excess Profits Taxes 






_ Through the Controller 


The advent of the excess profits tax 
advanced the problem of taxation from 
one of importance to one of sheer busi- 
ness survival. In many instances the 
impact of this tax was so destructive 
that Congress was impelled to grant re- 
lief in the 1942 Revenue Act in vastly 
liberalizing Section 722 of the Internal 
Revenue Code. This new section is fast 
becoming recognized as a landmark of 
advanced thinking in the field of taxa- 
tion, statistical economics, and long- 
term planning. 

The experience of those active in 
formulating claims for relief under 
Section 722 has demonstrated that a 
combination of statistical, engineering, 
legal, accounting, and trade organiza- 
tion “know how”’ is essential for effec- 
tiveness. No adequate analysis under 
Section 722 can be made without com- 
bining these many sided functions. It 
may fairly be stated that the one man 
in whom these coordinating factors are 
most likely to be centered is the con- 
troller. 

Every one of the seventeen duties of 
a controller as defined by The Institute 
bears directly on the question of relief, 
and the records maintained by the con- 
troller in his performance of these 
seventeen duties must all be examined 
in making a Section 722 analysis. It 
may be helpful to review, generally, the 
provisions of Section 722 and then to 
show the practical relationship be- 
tween these seventeen duties and the 
preparation of a claim for relief. 


SECTION 722 GENERALLY DISCUSSED 


A summary of the provisions of 
Section 722 can be found at pages 
586 and 587 of the December, 1942, 
issue of THE CONTROLLER. 

The first step in a study of Section 
722 should be an understanding of 
the term “excess profits.” This tax is 
a levy not on “increased profits” but 
on “excess profits.” A dictionary defi- 


By Gustave Simons 


nition of “excess” is: “1, an undue 
amount, superfluity or overabundance; 
2, the amount by which one thing is 
greater than another, surplus; 3, in- 
temperance.” The excess profits tax 
fell under part 2 in this definition and 
was directed more to the excess of in- 
come over average earnings in the base 
period (1936-1939 inclusive) or over 
a stated return upon invested capital, 
than to a determination whether this 
increase was in an “undue amount.” 
The excess profits tax, in other words, 
was addressed to the mere quantity 
rather than to the quality of income. 
Section 722 corrects this by addressing 
itself to the quality as well as to the 
quantity of income. 

Section 722(a) expresses the gen- 
eral principle that relief shall be avail- 
able in instances where the tax is “ex- 
cessive and discriminatory’ because 
certain stipulated factors throw out of 
joint a comparison of allegedly normal 
earnings with current earnings. For 


corporations organized prior to Janu- 
ary 1, 1940 and using the earnings 
credit, earnings in 1936-1939 are taken 
as a normal base. But in certain cir. 
cumstances the comparison ceases to 
be fair because the base period was not 
normal. In such circumstances a con- 
structive average base period net in- 
come can be substituted for the actual 
amount in making the comparison. 
These circumstances fall into two 
classes; those peculiar to the taxpayer 
and those peculiar to the industry of 
which the taxpayer is a member. 


EXTRAORDINARY EVENTS 


Those peculiar to the taxpayer in- 
clude extraordinary physical or eco- 
nomic events occurring during the base 
period, such as a fire, strike, flood, loss 
of particularly important customers, 
price war, and the like; the commence- 
ment of business during or immedi- 
ately prior to the base period, in which 





excess profits tax. 


tives. 


AGAIN, IT IS THE CONTROLLER 


The approach made in this article by Mr. Simons, to the prob- 
lem of securing all the relief to which a corporation is entitled 
under Section 722 of the Revenue Act, serves to emphasize that 
a corporation which enjoys the services of a competent controller 
has an excellent opportunity to avail itself of the provisions of 
the law which are intended to insure equitable application of the 


Reference by Mr. Simons to the duties of a controller as de- 
fined by The Controllers Institute of America brings them again 
to the attention not only of controllers, but possibly for the first 
time in some instances to the attention of other corporate execu- 


Mr. Simons, a partner in the law firm of Simons and Greeley, 
New York City, graduated from Columbia University Law School 
in 1930. He has devoted his own personal efforts largely to 
matters of taxation, including particularly pension and profit- 
sharing trusts. His partner, Harold Dudley Greeley, was active 
in the organization of The Controllers Institute of America and 
is well known to many of its members. 

His article is timely and constructive. 


—THE EDITOR 
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case the commencement of business 
may be assumed to have been two years 
earlier; and a change in the character 
of the business during or immediately 
prior to the base period. This includes 
changes which occurred immediately 
before the base period, during the base 
period, or even on or after January 1, 
1940, if the changes resulted from a 
course of conduct to which the tax- 
ayer was committed prior to January 
1, 1940. Changes that are recognized 
are those of operation, management, 
product, service, production or opera- 
tion capacity, ratio of non-borrowed 
capital to total capital, and acquisition 
before January 1, 1940 of all or part 
of the assets of a competitor resulting 
in diminished or eliminated compe- 
tition. 

The second basis of relief for corpo- 
rations entitled to use the earnings 
method is that predicated on circum- 
stances peculiar to the industry in 
which the taxpayer is a member rather 
than those peculiar to the taxpayer it- 
self; for example, a profits cycle differ- 
ing materially in length and amplitude 
from the general business cycle which 
excludes the base period as a fair basis 
of comparison. The Senate Finance 
Committee gave as an example the 
machine tool industry where periods 
between re-tooling are such that the 
yeats 1936-1939 were not a fair meas- 
ure of normal earnings for this indus- 
try. Likewise, membership in an in- 
dustry where high production and 
profits are sporadic, intermittent, and 
not fairly represented in the base pe- 
tiod is a ground for relief. An exam- 
ple of this would be the high-styled 
textile industry where profits seldom 
are normal, but depend upon the artis- 
tic success of the particular taxpayer, 
which in turn may be purely the result 
of luck rather than the operation of 
economic laws. 


WHEN CapiTAL PLays SMALL PART 


Section 722(c) recognizes that the 
exclusion of corporations organized 
after January 1, 1940 from the use 
of the average earnings method was 
inequitable in certain circumstances, 
particularly those where intangible as- 
sets, such as good-will, play a great 
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part in the production of income but 
do not constitute an element of in- 
vested capital recognized by the Code, 
or one in which capital itself plays 
little or no part, such as a sales organi- 
zation, which but for technical dis- 
abilities would be entitled to qualify 
as a personal service corporation and 
as such find exemption from the excess 
profits tax. 

Also recognized, is the situation 
where the invested capital of the tax- 
payer is peculiarly low; for example, 
where facilities for production are 
leased rather than owned. In all of 
these cases the invested capital basis 
is apt to prove discriminatory and un- 
fair, and in such circumstances the 
corporation excluded from the use of 
the average earnings method is en- 
titled to reconstruct what would have 
been an average base period net in- 
come on a fair basis. An excellent sum- 
mary of the law can be found in the 
Report of the Senate Finance Com- 
mittee on the Revenue Act of 1942. 

In few other fields, however, is there 
to be found a greater disparity of gen- 
eral theory and actual practice. In few 
others is diligent probing for symp- 
toms of grounds for relief so essential. 
In a very substantial number of cases, 
the best grounds for relief often will 
be hidden. 

One of the best check lists that the 
controller, the public accountant, the 
attorney, or the statistician can use in 
making a Section 722 analysis, is the 
list of the seventeen duties of the con- 
troller as outlined by The Institute. 
Following is a brief review of those 
duties and suggestions as to how they 
may relate practically to the examina- 
tion of a prospective relief case. 


I. 


The Installation and Supervision of 
All Accounting Records of the 
Corporation 


One of the most important grounds 
of relief is industry comparisons. How 
does the record of the taxpayer relate 
to the industry of which it is a part? 
How does the record of the industry 
relate to American business in general ? 
Graphs should be made of production, 
sales, and gross and net profits for the 
years 1932-1942. Available graphs for 
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American industry in general should 
be compared with the particular indus- 
try graph and the graph for the tax- 
payer itself. On this score, trade asso- 
ciations are particularly helpful. For 
example, the Cotton Textile Institute, 
Inc. of 320 Broadway, New York City, 
has issued comparative income data for 
the cotton textile industry as compared 
with American industry in general. 
The National Machine Tool Builders’ 
Association of 10,525 Carnegie Ave- 
nue, Cleveland, Ohio, has issued a 
graphic presentation of machine tool 
shipments for 1919-1942. Many other 
trade associations have done likewise. 

It is impossible to make this all- 
important comparison unless the ac- 
counting records of the corporation 
have been well and accurately installed 
and supervised. 

Incidentally, Section 721(a) (2) 
(D) presents another form of relief 
relating explicitly to the taxpayer's 
method of accounting. 


II. 


The Preparation and Interpretation 
of the Financial Statements and 
Reports of the Corporation 


The experienced controller relies in- 
creasingly on the use of ratios in the 
preparation of financial statements and 
their interpretation. Form 991, used in 
connection with relief claims under 
Section 722, calls for a listing of other 
concerns in positions similar to that 
of the taxpayer. If the supporting data 
contain numerous presentations of vari- 
ous accounting ratios found in the 
modern financial statement, the relief 
claim will be so much more clear and 
meet just so much more chance of suc- 
cess. Interpretation of financial state- 
ments is peculiarly important to con- 
cerns entitled to relief because of the 
sporadic and irregular occurrence of 
their profit peaks. 


III. 


The Continuous Audit of All Ac- 
counts and Records of the Corpora- 
tion Wherever Located 


The continuity of auditing is par- 
ticularly important to assure the prep- 
aration of a convincing Section 722 
claim. It is essential that seasonal vari- 
ations be eliminated, and the accu- 
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mulation of data on a running total 
basis with accumulation of figures each 
month for the twelve preceding 
months, thereby eliminating seasonal 
variations, is one of the most illu- 
minating ways of establishing that ir- 
regularity of profits is not attributable 
to seasonal variations but to extrane- 
ous influences, such as price wars, 
strikes, and the like. A continuous 
audit should eliminate mistakes which 
would reduce the reliability of the 
cumulative figures. 

It is important also to analyze earn- 
ings and, where possible, to allocate 
them to specific localities, specific prod- 
ucts, or specific customers. Only in this 
way can particular causes of abnormal- 
ities be established and the opportu- 
nities for relief disclosed. 


IV. 
The Compilation of Production Costs 


The Senate Finance Committee gave 
as an example of relief, a corporation 
that shifted toward the end of the 
base period from a hand loading to a 
machine loading system of operations. 
Unless full and complete examination 
is made of an adequate set of produc- 
tion cost records, changes in methods 
of production may not be established 
and a fruitful means of relief may be 
lost. 

V. 


The Compilation of Costs of 
Distribution 


Another example of a corporation 
entitled to relief, stated in the report 
of the Senate Finance Committee, is 
one in which the base period contained 
a shift from sales on a door-to-door 
basis to sales through retailers. One 
of the most frequent grounds of relief 
uncovered in actual practice is a change 
in distribution methods, and _ this 
should be revealed by an analysis of 
distribution costs. 


VI. 


The Taking and Costing of All 
Physical Inventories 


Comparisons in inventories fre- 
quently indicate interferences with pro- 
duction and the like. A graphic pres- 
entation, upon a chart, of the cost or 
value of physical inventories compared 
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with similar charts for the industry 
and American business in general fre- 
quently will disclose the existence of 
ptice wars. The tax practitioner often 
is amazed by the fallibility of human 
memory. Active, intelligent, and able 
corporate executives in discussion with 
tax counsel are more often than not 
likely to forget or overlook events that 
afford clear grounds for relief. The 
head of the tax department of a very 
large corporation, after hearing an ex- 
tended discussion of relief provisions, 
stated categorically that his organiza- 
tion was not entitled to relief, but a 
review of the inventory records quickly 
established that in 1938 and 1939 the 
concern in question had lost in excess 
of half a million dollars each year in 
serious strikes that had occurred. The 
average earnings for the base period 
were thereby reduced. Because the 
strikes were peculiar to the taxpayer, 
grounds of relief were found. 


VII. 


The Preparation and Filing of Tax 
Returns and the Supervision of All 
Matters Relating to Taxes 


There are very serious time penal- 
ties in the relief provisions. Relief 
must be claimed within six months 
after the date prescribed by law for 
the filing of the return. Claims for 
relief for years beginning after De- 
cember 1, 1939, but not after Decem- 
ber 31, 1941, must be filed by April 
21, 1943; that is, within six months 
of the enactment of the Revenue Act 
of 1942. (After this article was writ- 
ten, legislation extending this date to 
September 15, 1943 was enacted.) 

Informal discussion has revealed an 
estimate by certain members of the Bu- 
reau that less than 5 per cent. of the 
taxpayers eligible for relief will make 
the claim during the time permitted by 
law. It is simply astounding how many 
accountants, attorneys, business execu- 
tives, and the like are so unfamiliar 
with the relief provisions that they 
overlook good opportunities. It is the 
controller’s duty to recognize the need 
for a relief claim analysis and to urge 
a prompt claim for relief in accord- 
ance with the prescribed procedure. 

In certain circumstances where the 
claim for relief is made in conjunction 





with the filing of the return, a very 
substantial portion of the tax may be 
withheld pending settlement; namely, 
33 per cent. of the amount of relief 
claimed (Internal Revenue Code, sec. 
tion 710 (a) (5)). 


VIII. 


The Preparation and Interpretation 
of All Statistical Records and Re- 
ports of the Corporation 


It is hard to conceive of a field of 
taxation where statistical information 
is more important than in this matter 
of relief. With a 90 per cent. excess 
profits tax, it is difficult to conceive of 
a situation where statistics can pay 
higher dividends. 

It is literally impossible properly to 
advise a taxpayer on its excess profits 
tax problems until the opportunities 
for relief have been covered com- 
pletely, and they cannot be covered 
completely until statistics are prepared 
for the taxpayer and compared with 
similar statistics for the taxpayer's in- 
dustry and general business. 


IX. 


The Preparation, as Budget Director, 
in Conjunction with Other Officers 
and Department Heads, of an An- 
nual Budget Covering All Activities 
of the Corporation, for Submission to 
the Board of Directors Prior to the 
Beginning of the Fiscal Year. The 
Authority of the Controller, with Re- 
spect to the Veto of Commitments 
or Expenditures Not Authorized by 
the Budget, Shall, From Time to 
Time, Be Fixed by the Board of 
Directors 


The possibilities of relief and the 
withholding of tax discussed under 
item VII are important elements in 
formulation of the current budget. 

Even if current profits are largely 
attributable to changes in production 
or sales methods and capacities effectu- 
ated after January 1, 1940, relief by 
reason of this is unavailable unless it 
can be established that the changes are 
the result of a course of conduct to 
which the taxpayer was committed 
prior to that date. The House bill 
originally provided that a legal obliga- 
tion prior to January 1, 1940, was the 
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test, but the rule was liberalized by 
Senate amendment, and under the 
1942 Act a commitment to a course of 
conduct will be sufficient. This lan- 

age is wide enough to include any 
substantial change of position, overtly 
evidenced. For instance, if it can be 
shown that development costs of new 
products or devices were part of a 
budget adopted prior to January 1, 
1940, relief should be available. It is 
just this kind of evidence which is par- 
ticularly helpful to tax counsel. For 
instance, a mine planned prior to Janu- 
ary 1, 1940, but not going into opera- 
tion until November, 1941, represents 
a change in production capacity for 
which relief will be allowed. The adop- 
tion of a budget, including provisions 
for the development of the mine, may 
well be just such a commitment as is 
necessary. On this score, it is difficult 
to predict exactly what the Regulations 
will provide or what the Tax Court 
will rule, but certainly an examination 
of the taxpayer's budgets during the 
base period should be most significant. 


X. 


The Ascertainment Currently That 
the Properties of the Corporation 
Are Properly and Adequately Insured 


Changes and enlargements in insur- 
ance coverage, as established by te- 
examination of insurance records, fre- 
quently give clues to changes in busi- 
ness operations which can be bases for 
relief, but which otherwise might be 
overlooked. Also, claims under insur- 
ance policies made to insurance com- 
panies should be checked. Claims on 
policies which cover physical damage, 
but not loss of profits, often give clues 
to interferences with normal produc- 
tion during the base period which re- 
duced profits and thereby reduced the 
earnings credit. Adjustments for them 
can be made in computing the con- 
structive average base period net in- 
come. 

XI. 


The Initiation, Preparation and Is- 
suance of Standard Practices Relat- 
ing to All Accounting Matters and 
Procedures, and the Coordination of 
Systems Throughout the Corporation, 
Including Clerical and Office Meth- 
ods, Records, Reports, and Procedures 





Under item I, it was shown how im- 
portant it is to make a comparison of 
the financial history of the taxpayer 
corporation with that of its industry 
and between the industry itself and 
American business in general. It is, of 
course, obvious that these increasingly 
important comparisons are difficult to 
make in the absence of standard prac- 
tices. A concern which maintained 
practices during the base period is in 
an advantageous position. Where this 
was not the case, it is important that 
such standard practices be adopted 
immediately and that the books of ac- 
count be reconstructed, where prac- 
ticable, to conform to standard prac- 
tices. 


XII. 


The Maintenance of Adequate Rec- 
ords of Authorized Appropriations 
and the Determination That All 
Sums Expended Pursuant Thereto 
Are Properly Accounted For 


This is important for the same rea- 
sons outlined under item IX above. 
The authorization of expenditures is 
frequently the best evidence of com- 
mitment to a course of conduct prior 
to January 1, 1940, where such com- 
mitment is a condition of obtaining 
relief. For similar reasons, it is im- 
portant that current records be main- 
tained in an adequate fashion because 
certainly similar tax considerations will 
be important in future years. 

Furthermore, it may be established 
that expenditures’ not covered by 
proper appropriations represented ab- 
normalities cutting into base period 
earnings, as to which the taxpayer is 
entitled to make adjustments upon re- 
construction. 


XIII. 


The Ascertainment Currently That 
Financial Transactions Covered by 
Minutes of the Board of Directors 
and/or the Executive Committee 
Are Properly Executed and Recorded 


This is important for the same rea- 
sons as those stated immediately above 
and under item IX. One of the most 
fruitful sources of uncovering relief 
claims will be an examination of the 
minutes of the Board of Directors 
and /or the Executive Committee. These 
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show changes in personnel, changes in 
products, changes in selling methods, 
and the like, all of which frequently 
are grounds for relief. 


XIV. 


The Maintenance of Adequate Rec- 
ords of All Contracts and Leases 


Many taxpayers entitled to relief 
because they were in fact committed 
prior to January 1, 1940, to a change 
in operations which was not effectu- 
ated until after that time, will lose the 
opportunity for relief because they 
failed to maintain adequate records of 
contracts and leases. 

Also, increases in profits frequently 
are the result of unusual contracts and 
leases. For example, one large taxpayer 
put in a profit-sharing system whereby 
salesmen were granted half of the prof- 
its made on sales above the current 
market price. This was intended to 
encourage salesmen in finding custom- 
ers who were in positions that would 
warrant such purchases. It can fairly 
be stated that the corporation’s in- 
creased profits approximated those paid 
to the salesmen under the profit-shar- 
ing contract, because the division was 
an equal one. The books of account 
maintained by the corporation did not 
adequately distinguish between pay- 
ments made to salesmen under the 
profit-sharing contract and ordinary 
commission payments. The fact that an 
adequate record of contracts was main- 
tained revealed the initiation of this 
device in 1939 and permitted the re- 
construction of base period earnings 
so as to establish what the earnings 
would have been had the system been 
initiated earlier. This produced sub- 
stantial tax savings opportunities for 
the taxpayer. 


XV. 


The Approval for Payment (and/or 
Countersigning) All Checks, Promis- 
sory Notes and Other Negotiable In- 
struments of the Corporation Which 
Have Been Signed by the Treasurer 
or Such Other Officers as Shall Have 
Been Authorized by the By-Laws of 
the Corporation or from Time to 
Time Designated by the Board of 
Directors 
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Use of Current Figures for Labor 
and Other Costs Is Favored 





Report of Committee on Technical Information and Research 


A question which Mr. D. R. An- 
derson of the Kendall Company, of 
Walpole, Massachusetts, propounded 
recently to the Committee on Tech- 
nical Information and Research of The 
Controllers Institute of America, is re- 
produced in adjoining columns. Be- 
low will be found the reply which was 
made to Mr. Anderson by Mr. James 
E. McMullen, chairman of the Com- 
mittee. 

—EDITOR. 


Sometime ago you outlined a ques- 
tion for presentation to the members 
of the Committee on Technical Infor- 
mation and Research relative to the 
propriety of adhering to the policy 
of computing standard costs during 
war times on the basis of “normal 
activity.” This question has been pre- 
sented to the Committee, and the re- 
plies tabulated. The following is a di- 
gest of the opinions obtained. 

As was to be expected, not all of the 
members of the Committee have stand- 
ard cost problems with which to deal, 
nor are the replies of those who do 
use standard costs uniform, by reason 
of the variations in standard cost meth- 
ods used. Of the twelve replies re- 
ceived commenting on the problem, 
five members of the Committee be- 
lieve that the normal activity basis 
should be used during this period; 
four members feel that it should not be 
used, while three members discuss the 
question but do not have problems 
similar to yours. 

Of those who advocate the continu- 
ance of the normal activity basis dur- 
ing periods of accelerated operations, 
it is found that the majority favor the 
use of current figures for elements of 
cost, such as labor, materials and sup- 
plies. It is also noted that there is a 
general practice of adjusting standard 
costs on whatever basis computed to 
actual, or something approaching there- 





to, for use when furnishing cost fig- 
ures to the Sales Department. Perti- 
nent excerpts from the replies favor- 
ing the use of the normal basis are as 
follows: 


FAVORING USE OF NORMAL 
BASIS 


From an eastern Chemical Company 


“I believe that standard costs to be used 
by the Sales Department as a basis for 
pricing to customers should be deter- 
mined, using normal activity as a basis, 
but current prices for labor, material, and 
other costs. This combination insures that 
current costs for such items will be re- 
covered in the selling price. No doubt it 
results in a greater overhead charge per 
unit than is actually the case on account of 
overtime and extra shifts, but this may be 
considered as a safety factor and a hedge 
against later increases in wages, and the 
like, for which the selling price might not 
compensate.” 


From a western Glass Manufacturing 
Company 

“Our standard costs are built upon Ia- 
bor and material at more current rates and 
the normal activity of a more permanent 
type. 

“By normal activity, we mean the max- 
imum activity less a proper allowance for 
any repairs, weekend shutdowns if that is 
the custom of the industry, plus a certain 
time margin which will reduce the nor- 
mal activity point to where there is some 
flexibility in the handling of the business. 
This point will remain constant. Should 
new facilities be added, the normal activ- 
ity point would be substantially the same 
percentage of the enlarged facilities that 
the old normal activity point was of the 
lesser facilities. 

“In addition to our standard cost rates, 
we maintain a set of actual cost rates for 
the last twelve months on a moving year 
basis. These rates are adjusted to the 
normal activity that we have set the same 
as the standard cost rates. These are the 
ones that we check currently with our 
price lists rather than the standard costs.” 


From an eastern Appliance Manufacturer 
“In the control of factory expense, it is, 
of course, necessary to follow closely the 
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activities of the business and adjust the 
expense standards as rapidly as possible 
to current operations; usually a quarterly 
basis. It is my opinion, however, that 
when you commence to adjust standard 
costs, which are supposedly established on 
a normal activity, to an abnormal activity 
you are treading on dangerous ground, as 
the rate of these present operations is 
quite likely to change rapidly. 

“The Sales Department, however, is 
entitled to consideration and if it is the 
policy of the management to make ad- 
justments for short period commitments 
that could not seriously jeopardize the 
safety of the corporation, it is possible to 
relate a reduction ratio to the standard 
cost. This might be in the nature of a 
temporary discount applied against either 
standard cost or converted to apply to 
sales price, but which would take into 
consideration the fact that the current rate 
of activities was unusual.” 


From a middle-west Apparel Manufactur- 
ing Company 

“We use standard costs and base our 
burden standard upon what we call nor- 
mal capacity. Normal capacity as we fig- 
ure it, is the capacity production of a de- 
partment less 10 per cent. for delays 
operating ona 16 hour basis, which is nor- 
mal, although they may be operating 24 
hours at present. The burden expense is 
then calculated on a basis of the 16 hour 
normal capacity, and a burden rate set. 
This is done at the same time that budgets 
are set up for departmental expense which 
are based on planned operating produc- 
tion. 

“For sales department information in 
setting selling prices, we establish a com- 
plete duplicate set of costs based on stand- 
ards adjusted to actual by the vari- 
ances that occur from month to month. 
This keeps the selling prices in line with 
actual operating costs.” 


From an eastern Textile Manufacturing 
Company 

“This Company, in computing Stand- 
atds for 1943, has continued its policy of 
basing these standards upon normal ac- 
tivity and at the time of fiscal close, ad- 
justing the Inventory by the Overabsorbed 
Burden. This policy has been continued 
for the following reasons: 
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Because it is consistent with former 
accounting procedure. 

Isolation through Burden Accounts of 
the Variances both debits and credits 
arising from over-normal operations 
identifies the amounts brought about 
by different conditions. 

The fact that we cannot tell when op- 
erations will drop back to standard 
makes us hesitate in setting our stand- 
ards om present capacity operations. 
But the inability to secure labor to run 
extra and longer shifts as well as the 
possibility of the cessation of hostili- 
ties might necessitate a change in costs. 
It is very questionable whether or not 
operations in excess of normal actually 
decrease the costs, becausé of the in- 
visible expenses and drop in efficiency 
which usually accompany this type of 
operation. 
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“We adjust our standards once a year, 
and as wages and Overhead Expense in- 
crease, these are considered in the new 
standards.” 


ADVOCATE ADJUSTMENT TO 
CURRENT RATES 


The following are excerpts from 
four replies received wherein the writ- 
ets advocate the adjustment of stand- 
atd costs to reflect current operating 
rates: 


From a middle-west Tool Manufacturing 
Company 

“Certainly one has to take a rather real- 
istic viewpoint in setting standard costs 
which are to be used by the Sales Depart- 
ment as a basis for pricing to customers. 
It seems to me that conditions which are 
more or less permanent should be con- 
sidered as “normal” during the period in 
question. Certainly the three shift sched- 
ule and overtime are normal activities 
during the war period. I can’t see any 
inconsistency in adhering to the normal 
cost program and yet taking these factors 
into consideration because during this 
period these so-called abnormalities be- 
come normal activities. To directly answer 
the question, therefore, our company 
which has in the past followed a policy 
of calculating its costs on the basis of 
normal activity is still adhering to that 
policy under present conditions but nor- 
mal activity today is three shift operation 
and increased cost of wages and so on.” 


From an eastern Food Product Concern 
“We do not base standard burden rates 
and standards costs on ‘normal activity.’ 
At the beginning of each year we estimate 
sales volume for the year and whether or 
not this volume is considered to be nor- 
mal we determine our standards on the 
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THE QUESTION: 


The question to which replies 
are published herewith read: 


“‘In making up our standard bur- 
den rates and standard costs for 
1943, a question has come up which 
| believe may be of enough general 
interest to warrant a survey by the 
Committee on Technical Informa- 
tion and Research. 

“Briefly the question is whether 
under existing war conditions, with 
all plants in general operating over- 
time, in some cases on full three 
shift schedule, it is desirable to make 
any change in the generally accepted 
policy of computing standard costs 
on the basis of ‘normal activity.’ 
This question does not relate to the 
standards used for the control of the 
factory expenses, which must ob- 
viously be adjusted to current oper- 
ating conditions either by a flexible 
budget or by the calculation of some 
supplementary standards, but rather 
costs which are used by the Sales 
Department as a basis for pricing to 
customers. 

“There is no disagreement in our 
organization as to the soundness of 
the ‘normal’ cost program, but it is 
pointed out that if this program is 
strictly adhered to in setting stand- 
ard levels of activity, it will result in 
a sustantial increase in production 
costs as compared to normal times 
because of the sharp increases that 
have occurred in wages and other 
items of expense. The point is made 
that these increases in wages and 
other costs are closely related to the 
increase that has occurred in actual 
activity and from this point of view 
the use of normal activity levels 
coupled with abnormal expense 
levels is completely unrealistic. One 
answer to this might be that with 
with our economy under strict gov- 
ernment regulation, there is no cer- 
tainty that wages and other costs 
| will decline when activity drops off, 
| as it presumably will at the end of 
the present emergency. 

“lf you believe that the question 
is of sufficient importance to war- 
rant investigation, | would be inter- 
ested to know whether companies 
which have in the past followed a 
policy of calculating their costs on 
the basis of ‘normal activity’ are ad- 
hering to that policy under present 
conditions, and if so, how they have 
handled the particular problem | 
have just referred to above.” 











manufacturing activity required to pro- 
duce it. If material changes in conditions 
indicate that the estimate of sales will 
not be approximately realized, we revise 
the estimate and relate the standards to 
the corresponding manufacturing activity. 

“As a matter of fact the demands for 
the products of this industry are so great 
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that all of the companies in it are oper- 
ating at capacity, and we therefore have 
based our standard burden rates and 
standard costs for 1943 on capacity op- 
eration.” 


From a southern Tobacco Company 

“I do believe from what is given in the 
letter that the company should adjust its 
standards to the increasing or decreasing 
factors that are peculiar to their business. 
No doubt there will be some readjust- 
ments which will take place in subsequent 
periods, but I see no reason why we 
should consider such changes at this 
time.” 


SHOULD RECOGNIZE PRESENT 
CONDITIONS 


The following reply from an east- 
ern chemical concern discusses the dif- 
ferences between the two fundamental 
methods used in applying standard 
costs, the “ideal” and the “basic’’; but 
concludes that under either method 
present conditions should be recog- 
nized: 


“The question does not state what kind 
of standard cost system is used. The Ideal, 
sometimes called Current, type is the one 
representing desired results. The Basic 
type is one used as a yardstick, a measure. 
The Ideal, compared with Actual costs 
brings out the success or failure of attain- 
ment as measured by the differences re- 
sulting from the comparison. 

“The Basic, compared with actual costs 
shows primarily the trends in the actual 
costs of material, labor and overhead. It 
follows then that the Ideal type should be 
adjusted to current conditions; not too 
frequently (because of the work involved) 
but certainly every six months; for what 
the standard should be today is not what 
it was last year. 

“On the other hand, the Basic type, be- 
ing only a measure, need never be changed 
from the original formula. When used 
for setting selling prices, the Standard is 
adjusted by a correction factor. 

“In conclusion, whichever type of 
Standards is used, this particular problem 
should be solved by bringing either type 
of Standard Costs in line with today’s con- 
ditions by setting new Ideal Standards or 
by applying the proper factor to the 
Basic.” 


REPLIES FROM WAR 
CONTRACTORS 
Two interesting replies have been 
received from manufacturers engaged 
in total war production on the Pacific 
Coast. The first of these uses a method 
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The subject of pension, bonus and 
profit-sharing trusts should be and 
no doubt is of more vital interest to 
the individual and collective member- 
ship of The Controllers Institute of 
America than it could possibly be to 
any other business or professional 
group in America. 

Corporate management has always 
looked to you for guidance in the 
formulation of fiscal policies. Un- 
der the stimulation of currently high 
income tax rates and the liberal Gov- 
ernment incentives accorded corpora- 
tions by the 1942 Revenue Act, in the 
setting up of properly conceived and 
properly executed employee benefit 
plans, it follows naturally that more 
than ever before you will be called 
upon by your clients to aid in the 
formulation of various types of profit 
sharing plans. Certainly in every in- 
stance you will be called upon to 
study contemplated employer-em- 
ployee plans and pass judgment on 
the long time effect of such under- 
takings, as related to the financial 
welfare of your constituency. 


VITAL ELEMENT ABSENT 


The most casual students of our 
industrial economy are keenly aware 
of the absence of some vital element 
in employer-employee relationships. 
Misunderstandings and lack of coop- 
eration between capital and labor 
seem to be the rule rather than the 
exception. This lack of appreciation 
for the mutuality of interest between 
capital and labor finds expression in 
strikes and labor unrest. 

The individual industrial employee 
has become an economist. Incident 
to the late depression he has heard 
more discussion on economics during 
the last few years than was ever 
brought before the American public 
in the previous century. He has heard 
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about economic democracy, as well 
as political democracy. He is begin- 
ning to feel that he should have some 
similar relation to industry, similar 
to that which as a voter, he has to- 
ward government. He feels that he 
should not be a commodity, a tool, 
nor a machine, but should be accepted 
as a partner in industry and that part- 
nership should be recognized by some 
form of closer relationship and par- 
ticipation than the pay check. 

The capitalistic order stands chal- 
lenged. The answer and the defense 





swer is in the hands of industry. No 
one would question the potentialities 
of American industry if a spirit of 
mutual confidence and cooperation 
can be substituted for class conscious- 
ness and organized selfishness. Many 
far-sighted owners and managers of 
business are finding new meaning in 
Colonel Astor’s truism, ‘If you want 
to take care of No. 1, you better take 
care of No. 2.” Of course, the grad- 
ual processes of education and gen- 
eral social enlightenment have pre- 
pared the minds of corporation execu- 





must be made—and soon. The an- 


tives for a more adequate conception 








DETAILS OF POSSIBLE PLANS 


Inclusion in the 1942 Federal Revenue Act of sections dealing 
with pension trusts has caused many corporate executives to give 
more than passing thought to the possible effects of the legisla- 
tion. This magazine does not attempt to pass judgment on the 
soundness or workability of the legislation. It does welcome the 
opportunity to contribute to the discussion, so that more light 
may be shed on the subject. 

Mr. Stark’s article does that. He addressed the Houston Con- 
trol of The Controllers Institute of America on February 23. His 
paper is reproduced here. Mr. Stark is a Charter Life Under- 
writer. He graduated from Northwestern University in 1919, 
and entered the insurance field. In 1920, he did graduate work 
in Life Insurance at Carnegie Institute of Technology, and in 
1922-23, he was the Director of the School of Life Insurance at 
Oklahoma University. Thereafter, he established an office at 
Tulsa, Oklahoma, where he specialized in Estate Planning. 
Later he moved to Houston. Mr. Stark attended Tulsa Univer- 
sity Law School. In 1932 he received the Chartered Life Under- 
writer designation from the American College of Life Underwrit- 
ers. 

Three years ago Mr. Stark undertook special studies of em- 
ployer-employee pension plans, and formed a partnership with 
Thomas E. Hand, C. L. U., to handle this type of work, under the 
firm name of Stark and Hand. 

Much can be said and written on the subjects treated in this 
paper, and on the soundness of the recent enactment by Con- 
gress of legislation dealing with trusts and pension plans, and 
controllers and others even now are studying closely not only the 
probable effects of the new legislation, but the provisions as well 
of regulations now being formulated for administration of this 
law. Mr. Stark’s article will help to clarify thinking. 


—THE EDITOR 
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of proper employer-employee rela- 
tionships. The advent of the Social 
Security Law and the more recent 
1942 revenue law have done much to 
crystallize thinking and to channel 
that thinking into concrete action. 


HistoRY OF PROFIT SHARING 


Perhaps it will be helpful to review 
briefly the historical background of 
profit sharing in America. Because 
there is more discussion on the sub- 
ject today than ever before, one might 
conclude that it is new. Such, of 
course, is not the case. The first 
profit sharing plan established in the 
United States was in 1794 by Albert 
Gallatin for employees of the glass 
works at New Geneva, Pennsylvania. 
However, Mr. Gallatin was about a 
century ahead of his time, since the 
second company to adopt such a plan 
was Brewster and Company in 1869. 
Other pioneers were Baltimore and 
Ohio Railway Company in 1884 and 
Proctor and Gamble Company in 
1886, both of which plans are still in 
operation. 

At the turn of the century the 
movement assumed larger propor- 
tions, the idea being adopted by such 
companies as R. J. Reynolds Tobacco 
Company with 15,000 employees, 
Eastman Kodak Company with 24,000 
employees, Sears-Roebuck Company 
with 30,000 employees, and many 
others. The experiences of these 
companies constitute a considerable 
body of valuable information from 
which source material can be gath- 
ered in formulating plans for present 
day corporate employee programs. 


PLANS YIELD HARMONY AND 
PEACE 


The record of these companies 
with respect to problems relating to 
employee relationship is indeed il- 
luminating. With few exceptions 
there has been little or no interruption 
of operations due to strikes and the 
operating efficiency of the companies 
indicates that the employees are moti- 
vated by something more than the 
contents of their pay envelope. It 
would be assuming too much to say 
that a profit sharing plan was that 
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something in and of itself. It would 
not be inaccurate, however, to assume 
that the executive management atti- 
tude which prompted the adoption of 
such a plan likewise caused itself to 
be felt in all other employer-em- 
ployee relationships and from this 
enlightened and progressive leader- 
ship flowed harmony and peace and 
understanding and a sense of mu- 
tuality of interests. In short, the 
adoption of a plan in which employees 
are brought into some sort of partner- 
ship with management, would seem 
to represent the manifestation of atti- 
tudes that promote efficient corpo- 
rate operation. 

If space permitted we could ex- 
plore such aspects of the subject as 
(1) the social significance of the 
trends evidenced by profit sharing; 
(2) we might attempt to define the 
term “profit sharing”; (3) we could 
analyze the various types of machin- 
ery that have been adopted to imple- 
ment the idea of profit sharing. A 
survey made by a Senate Sub-Commit- 
tee in 1938 did attempt such a study 
and the results of their findings and 
conclusions required 351 pages of 
small type printing. We shall, there- 
fore, confine our discussion to a 
briefer, if less comprehensive, explo- 
ration of the subject. Donald Despain, 
Director of the above-mentioned sur- 
vey, presented the purpose of profit 
sharing tersely when he wrote that 
it was not ‘‘an all-encompassing pan- 
acea for our industrial and economic 
ills, but rather the obvious missing 
element or technique in worker com- 
pensation which will provide the 
sorely needed flexibility in industrial 
operations as well as the mutuality 
of interest essential to removing the 
existing conflict of interest. We have 
not regarded profit sharing as an end, 
but as a means to an end.” 

At the outset we said that despite 
increased interest at the present time, 
profit sharing is not new; that be- 
ginning at the turn of the century 
the movement assumed large propor- 
tions and has grown steadily since, so 
that in 1938 more than 728 firms had 
adopted some type of profit sharing, 
of which about 60 per cent. were 
pension plans; that, with few excep- 
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tions, the results were highly satisfac- 
tory. These statements are eloquently 
supported by testimony of executives 
whose companies have had experience 
in the field. The following are typi- 
cal: 


TESTIMONY BY EXECUTIVES 


Speaking before a sub-committee 
of the Senate Finance Committee, Mr. 
Roy McKenna, President of Van- 
adium-Alloy Steel Company said; “I 
have no doubt that our profit sharing 
plan has increased the efficiency of op- 
erations of our plant sufficiently to 
justify it to our stockholders.” 

Mr. J. M. Friedlander, Jewel Tea 
Company: “In 1919, our company 
lost $1,847,000 on sales of 1614 mil- 
lion. The following year it lost $2,- 
180,000 on sales of 1714 million; in 
1924 our directors adopted a profit 
sharing plan which is still in effect, 
and the second year after that adop- 
tion the company earned a profit of 
$1,250,000 on sales of only 1414 mil- 
lions. The company has continued 
on that road and has earned a profit 
every year since; all the investment 
we have made in employee benefits 
have paid their own way and have 
been a good investment.” 

Mr. Wm. A. Sheaffer, president, 
Sheaffer Pen Company: “We could 
not manufacture today at a profit if we 
did not have the wholehearted coop- 
eration of our employees. Without 
our profit sharing plan, our profits 
would turn into an actual loss. Profit 
sharing is probably the greatest sub- 
ject that has come before any hearing 
in the last few years.” 

Bower Roller Bearing Company: 
“We have found from our experience 
that both stockholders and our em- 
ployees secure larger returns by a 
profit sharing plan than they would 
otherwise. The interest of employees 
is sharpened, they produce more and 
better work and they feel that they 
have some interest in the concern as 
partners rather than as employees.” 

Mr. Frank J. Moss, president, 
American Sash and Door Company: 
“Our experience with our profit shar- 
ing plan as declared in 1919 has been 
so satisfactory as to justify our con- 
tinuance of the program. It is my 
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opinion that unless some plan is 
worked out, our entire industrial sys- 
tem is likely to fall. We are confident 
that an equitable and uniform profit 
sharing plan, recognizing the mutual 
interests of labor and capital, is the 
only method by which the absurd and 
constant conflict between labor and 
capital can be reconciled perma- 
nently.” 


CAUSES OF FAILURES 


And so the testimony goes. There 
are, of course, cases where companies 
have abandoned profit sharing plans 
after several years of operation. For 
the most part, however, these failures 
were due to improper design and in- 
efficient administration of the Plans. 
Later in this discussion we shall pre- 
sent the factors that should be studied 
in arriving at decisions concerning 
the type and character of plan best 
suited to a particular company. First, 
however, let us examine briefly the 
historical background of tax legisla- 
tion as it relates to our subject. 

The Senate Report referred to ear- 
lier in this discussion devoted consid- 
erable space to the consideration of 
incentive taxation—particularly with 
respect to the effect such legislation 
might have in encouraging industry 
to adopt profit-sharing. The pre- 
amble to the Resolution authorizing 
the survey reads: 


“Whereas the maintenance of the profit 
system is essential to the preservation of 
the competitive capitalistic system under 
which the United States has attained the 
largest measure of general economic wel- 
fare enjoyed by any people in the world; 
and 

“Whereas the exploration of all avail- 
able means for extending the direct bene- 
fits of the profit system to the largest pos- 
sible number of citizens is highly desir- 
able and important. 

“(a) to the preparation of an authentic 
record of experience which may be con- 
sulted by employers who are interested 
in voluntarily establishing profit-sharing 
plans; 

“(b) to the consideration of what ad- 
visable contribution, if any, may be made 
to the encouragement of profit sharing by 
the Federal Government, including the 
grant of compensatory tax exemptions and 
tax rewards when profit sharing is volun- 
tarily established; 

“(c) to the consideration of any other 
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recommendations which may prove de- 
sirable in pursuit of these objectives.” 


INCENTIVE TAXATION Not DEEMED 
NECESSARY 


Without burdening you with a de- 
tailed summary of the committee’s 
findings and conclusions, I will 
merely state that the recommenda- 
tions of the report with respect to tax 
legislation were adopted in large 
measure by the Congress in the 1942 
Revenue Act. Before attempting to 
analyze that law as it touches our 
subject, it would appear to be worth 
noting that the early development 
of profit sharing in America was 
achieved without the benefit of any 
legislative incentives; that many of 
the executives whose companies have 
had long and satisfactory experience 
with profit sharing plans do not feel 
that incentive taxation is either neces- 
sary or desirable as a means to pro- 
mote a more widespread adoption of 
the idea. The natural and inevitable 
benefits arising out of a properly con- 
ceived and wisely administered profit 
sharing plan are, they feel, its own 
reward without any consideration of 
tax benefits. 

The attitude of these executives to 
the contrary notwithstanding, it 
would appear that some legislation 
was needed, if for no other reason 
than to correct certain abuses that 
had arisen in certain companies. I 
refer to the practice of a few highly 
paid executives who used the pension 
trust law to provide unreasonable re- 
tirement benefits for themselves as a- 
means to evade personal income tax. 
In some cases, these executives si- 
phoned off such a large portion of 
the company’s liquid reserve as to 
impair the operating efficiency if not 
the actual solvency of their com- 
panies. 


REVENUE ACT PROVISIONS 
ANALYZED 


Now let us turn to a brief analy- 
sis of the 1942 Revenue Act as it re- 
lates to Pension, Bonus and Profit 
Sharing Trusts. Many of you have 
already studied the law and are 
acquainted with its provision. How- 
ever, I ask your indulgence in at- 








tempting an elementary ABC expla. 
nation of the Act. The provisions of 
Section 162 of the Act undertake to 
and do completely rewrite Sections 
165 and 23P of the Revenue Code, 
The revisions are couched in language 
so terse and with meaning so tightly 
embraced by words having decise 
definition, though sometimes of un- 
familiar usage, that many attorneys 
find it difficult to understand except 
upon closest scrutiny. One’s ability 
to understand and appreciate the full 
significance of the various provisions 
requires an understanding of what is 
intended. Knowledge of former laws 
as well as a study of testimony before 
the House Ways and Means and Sen- 
ate Finance Committees is necessary 
before one may comprehend the full 
intent. An excellent article appears 
in the February, 1943, “Journal of 
Accountancy,” which I recommend to 
anyone who desires a clear and lucid 
explanation of the Act. 


QUALIFYING TRUST FOR Tax 
BENEFITS 


Let us consider first the rules which 
are applied in qualifying the trust for 
tax benefits and secondly, the nature 
and extent of those tax benefits. 


A. Qualifying the Trust 
There are two methods of deter- 
mining the eligibility of the em- 
ployees in order for the plan to prove 
acceptable in the eyes of the Govern- 
ment. They are alternative methods 
and qualifications under either will 
suffice. 
1. A trust will qualify if at least 
70 per cent. of the employees of a 
company are eligible to participate 
under the terms of the plan and if 80 
per cent. of those who are eligible 
actually become participants. This 
percentage of eligibles to the total 
number of employees of the company 
refers to permanent employees only, 
and the following need not be con- 
sidered in computing the 70 per cent. 
(a) . Those employees who do not cus- 
tomarily work more than five 
months in any calendar year, of 
for more than 20 hours pet 
week; 

(b) Those employees who have not 








pla- 
s of 
> to 
ons 
de, 
age 
atly 
cise 
un- 
\eys 
ept 
lity 
full 
ons 
it is 
aws 
fore 
sen- 
sary 
full 
ears 
| of 
d to 
acid 


hich 
for 
ture 


eter- 
em- 
rove 
rern- 
hods 
will 


least 
of a 
ipate 
if 80 
gible 
This 
total 
pany 
only, 
con- 

cent. 
t Cus 
five 


if, Of 


pet 


2 not 








been employed for a designated 
period of time—which period 
may not exceed 5 years. 


2. A trust will qualify regardless 
of the percentage of employees cov- 
ered if its rules of eligibility do not 
discriminate in favor of officers, stock- 
holders, supervisory employees, or 
those in the higher paid brackets. The 
employees eligible to participate may, 
for instance, be limited to salaried 
employees only, as contrasted with 
hourly wage workers, or a plan may 
be established for those employees 
whose salaries are in excess of the 
salaries covered under the Govern- 
ment’s Social Security Act—that is, 
$3,000. 

Eligibility may also be restricted to 
those fulfilling certain age require- 
ments, such as all employees over age 
30; or eligibility may be restricted to 
the employees of certain departments 
of acompany as, for example, all sales- 
men of a company, or all those who 
have fulfilled a length of service re- 
quirement, such as one year, three 
years, or five years, as described in 
the preceding paragraph. 

Whether the contributions are 
based upon a percentage of company 
earnings (as in a profit sharing trust) 
or upon a percentage of salary (as in 
a pension trust) the percentage con- 
tributed must be the same for all em- 
ployees included in the plan. 

A reasonable maximum and mini- 
mum amount of pension may be pro- 
vided in a benefit plan. For example, 
it would be perfectly feasible to limit 
the amounts of pension to be re- 
ceived by the employees who are in 
the higher salary brackets or provide 
a minimum pension for those elderly 
men with low earnings and no past 
service records whose pension bene- 
fits might fall below minimum main- 
tenance requirements by an exact ap- 
plication of the formula being used. 

As has always been provided in 
Ptevious Revenue Acts, the Trust 
must be so set up that it is impossible 
for any part of it to revert to the 
employer (if tax advantages are to 
be enjoyed). However, when the 
services of an employee are termi- 
nated before his share becomes fully 
Vested, it is permissible to permit any 
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non-vested equity to be retained by 
the trustee, who would then use it for 
the benefit of the remaining partici- 
pants. 

If any employer contributes to a 
trust that does not qualify under Sec- 
tion 165, the contributions made for 
each employee participant must be 
returned as income by the employee 
in the year in which the amount is 
contributed, provided the contribu- 
tion is non-forfeitable by the em- 
ployee. 


B. Tax Benefits 
The Tax Benefits are three-fold. 


1. The trusts are not taxed on any 
income which may be earned and ac- 
cumulated. 

2. The employee is not taxed on 
the contributions invested for his re- 
tirement until actually received by 
him, or made available to him. 

3. The contributions by the em- 
ployer are deductible in his income 
tax return to the extent of reasonable- 
ness as defined below. 

The first two benefits listed above 
are self-explanatory. A full under- 
standing of the third benefit requires 
further elaboration which follows: 


1. Pension Trusts. If the retirement 
benefit is reasonable (that is, in rea- 
sonable proportion to salary) the an- 
nual cost or that part of the cost paid 
by the employer necessary to purchase 
it is deductible in full. 

However, if more than half of the 
total premiums contributed by the em- 
ployer are for the benefit of three or 
less of the employee participants, the 
amount contributed for such partic- 
ipants must be deducted over a pe- 
riod of five or more years. (It is not 
clear as yet whether or not the 5 per 
cent. deduction described in the next 
paragraph would first be granted.) 
The full annual deposit contributed 
for the remaining employees, how- 
ever, is deductible by the company in 
the year paid. It is quite evident that 
the above provision was inserted in 
the law in order to discourage the 
gross abuses which have sometimes 
heretofore been resorted to in helping 
favored individuals avoid legitimate 
tax liability. 

In order to have the annual cost de- 
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ductible in full, as outlined above, it 
will be necessary to show each year 
that the pension formula requires a 
contribution of such amount. The 
only exception to this is where the 
annual cost of the plan does not ex- 
ceed 5 per cent. of the compensation 
otherwise paid to the employee par- 
ticipants. 

In such cases, the full amount will 
be allowed as a deduction without the 
necessity of submitting actuarial com- 
putations or formulas for review by 
the Treasury Department. However, 
the Treasury Department may exam- 
ine even the 5 per cent. plans at in- 
tervals not to exceed five years in 
order to determine their reasonable- 
ness. 

The new law also makes reference 
to plans by which the total cost is 
not distributed as a level premium 
over the remaining future service of 
the employee, but in which the cost 
varies each year (such as in a group 
annuity). In such cases, the premium 
paid each year is deductible, but the 
lump sum required to purchase past 
service benefits must be deducted in 
equal portions over a ten-year period. 

If an employer contributes more 
to a pension trust in any year than he 
is permitted to deduct for tax pur- 
poses, the excess may be deductible 
in succeeding years in which he con- 
tributes less than the maximum de- 
ductible amount. 

2. Profit Sharing and Bonus Trusts 
depend upon the profits of the com- 
pany for their contributions. It is, 
therefore, not always possible to fix 
a definite pension formula and reason- 
able tax deductions are not measured 
by the pensions provided, but by a 
percentage of regular compensation. 
The new law provides that the max- 
imum amount deductible in the case 
of a bonus or profit sharing trust is 
15 per cent. of the compensation 
otherwise received by the partici- 
pants. As in the case of pension 
trusts, if the employer contributes 
more than the maximum allowable 
deduction, the excess may be de- 
ducted in succeeding years in which 
he contributes less than the maximum 
deductible amount. 

3. Combination Plans. Provision is 
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made also for an employer who has 
a benefit plan which includes two or 
more trusts or one or more trusts and 
an annuity plan. For qualification 
of the trust under Section 165 of the 
Revenue Code, it is sufficient under 
the new law if all of the plans when 
grouped together include a proper 
classification of the employees. In 
addition to the limits on tax deduc- 
tions above discussed, the law states 
that the total amount deductible in 
any year under all of the trusts and 
plans which an employer may have in 
effect, may not exceed 25 per cent. of 
the total compensation of the em- 
ployees included in such combined 
plans. Amounts in excess of this 
25 per cent. limit may be carried over 
to succeeding years, however, as long 
as the total deduction in any succeed- 
ing year is not brought above 30 per 
cent. of the total compensation of the 
employees included in such combina- 
tion plan. 


No PLAN UNIVERSALLY 
APPROPRIATE 


So much for the law. Now we come 
to a consideration of “How shall the 
benefits of the Act be applied to par- 
ticular situations?” It should be ap- 
parent to any intelligent person that 
it is impossible to formulate a plan 
that would be universally appropri- 
ate for all companies. Let me quote 
from Senate Report No. 610 previ- 
ously referred to: 

“It is not to be construed that the 
contention is made that all forms of 
profit sharing will produce such re- 
sults. There are profit sharing plans 
which, by reason of improper design 
and inefficient administration, will 
never create such incentives on the 
part of the worker group. On the 
other hand, there are profit sharing 
systems carefully designed to employ 
the powerful psychological factors 
which influence and control men and 
which arouse to the maximum degree 
the individual profit urge, that will 
unquestionably stimulate each and 
every individual in the entire person- 
nel of an institution to the highest 
possible efficiency. The form of the 
plan is vitally necessary to the suc- 
cess of profit sharing.” 
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My associate, Mr. Hand, and I have 
long recognized the importance of 
the foregoing observation. It has 
been our practice to make an exhaus- 
tive exploratory study of all the facts 
relating to a company’s situation be- 
fore attempting to design a plan. Per- 
haps it will be interesting and helpful 
if I outline our approach to such a 
study and list some of the more im- 
portant factors considered as well as 
the weight given to each factor in the 
final determination of the design. As 
will be seen, these factors over-lap to 
a certain extent and most of them are 
interdependent. However, they must 
all be considered in order to gain an 
over-all picture. 


Factors To BE CONSIDERED 


1. Purpose. We are called for con- 
sultation by many firms whose execu- 
tives have been prompted to consider 
an employee plan solely because of 
possible tax savings. If these execu- 
tives cannot be persuaded to adopt a 
sounder attitude it becomes necessary 
for us to advise them to dismiss con- 
sideration of the subject. We know 
that any plan conceived in such a spirit 
is doomed to failure sooner or later 
and the repercussions resulting from 
abandonment will create more em- 
ployer-employee problems than ex- 
isted before the plan was installed. 

The purpose motivating a company 
in the adoption of a plan should be a 
sincere desire to bring its employees 
into a relationship that promotes mu- 
tuality of interest—a sort of partner- 
ship. If tax benefits arise out of such 
an arrangement, these benefits are 
merely by-products. If such an atti- 
tude exists or can be brought into 
being, we then proceed with our study 
of the company’s situation or case his- 
tory. 


PROSPECTS OF CONTINUANCE 


2. The next factor for considera- 
tion then is “What is the age of the 
company.” In other words, has it had 
a sufficient length of satisfactory op- 
erations to warrant the assumption 
that it may reasonably expect to con- 
tinue as a going concern. Pension 





plans are inherently long range plans 
and hence a company whose recent 
operations or future prospects have 
the earmarks of early dissolution 
should not give too much considera. 
tion to such a plan. Prudent man- 
agement would suggest that such a 
company’s first objective should be to 
trim its sails and make the craft sea. 
worthy. 

For example, a firm recently con- 
sulted us that had an operating his- 
tory of four years, the first three of 
which resulted in a net loss. In 1942 
it made a substantial profit and pros- 
pects for 1943 looked good. Beyond 
that the officers could make no guess. 
The company’s resources were needed 
in operations and frequently it was 
necessary for the officers to use their 
credit facilities. This case was clearly 
one where a pension plan was not in- 
dicated. 

On the other hand we recently de- 
signed a plan for a company that has 
operated successfully for more than 
30 years and the average past service 
for eligible employees was in excess 
of 14 years. 

Several questions should be tre- 
solved before a company commits it- 
self to a long range program of profit- 
sharing: (a) “What is the minimum 
age of a company that should be con- 
sidered?” No dogmatic answer can 
be given because other factors must 
also be considered. Generally, how- 
ever, a company that has less than 8 
or 10 years of operations should ap- 
proach pension plans with caution. 

(b) Company Earning History. 
Strange as it may seem this factor is 
important only as it has a bearing on 
the permanency of the company as a 
going concern. As a matter of fact, 
lack of earning may be an indication 
that the adoption of a properly de- 
signed plan is needed to stimulate 
profits. After all, the fact that profit 
making is frequently a result of profit 
sharing is no paradox to the student 
of sound employer-employee rela- 
tions. 

(3) Number of Employees. Here 
again no categorical answer can be 


_given, although organizations com- 


posed of ten or less employees may 
encounter difficulties in qualifying the 
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Plan for tax benefits due to the limita- 
tions imposed in the Act that no three 
trust beneficiaries receive 50 per cent. 
or more of the benefits. The ques- 
tion of number of employees is closely 
related to length of past service and 
present age. If personnel turnover is 
high and the number of employees is 
small, then it is difficult to design a 
satisfactory pension plan. On the 
other hand if the average years of 
past service is high, it is quite possible 
to create a plan that will produce sat- 
isfactory results. 

(4) Severance Rate. As indicated 
above, a high severance rate makes it 
difficult to plan where the number of 
employees is small. Where there is 
a large number of employees, the 
severance curve is more apt to be 
smoothed out due to the influence of 
older employees in point of service. 
By excluding all employees with less 
than five years of past service, the sev- 
erance problem tends to disappear as 
a formidable obstacle to creating a 
plan. 

For example: A construction firm 
with long years of successful opera- 
tions consulted us regarding a pen- 
sion plan. The number of employees 
fluctuated during the past two years 
from 6,000 to 250, and the number of 
permanent employees with five years 
of service was 7. Obviously, such a 
situation did not indicate the desir- 
ability of a pension plan. 

On the other hand, we designed a 
plan for another company with a high 
severance rate over the past year or so, 
the cause of which, however, was due 
to service in the armed forces of the 
United States. The company is well 
able to continue operations and most 
of these absent employees will return 
to the service of the company whén 
discharged from the Army and Navy. 
In his case special provision was made 
for the employees in armed service so 
that upon their return they will not 
have their seniority disturbed and in ad- 
dition, they will receive past service 
credit for the time spent in the Army 
or Navy. 

(5) Employee compensation is im- 
portant because of its influence on the 
design of the Plan. For instance, in 
companies with low 


average em- 
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ployees’ pay, the severance rate is apt 
to be high, and the problems thus 
presented frequently do not lend them- 
selves to satisfactory solution. In com- 
panies in which the compensation lev- 
els change rapidly and sharply, the 
plan must provide a high degree of 
elasticity regarding benefits and the ac- 
counting system must be geared to 
rigid application of rules with little or 
no consideration for individual cases. 
For instance, such a situation might be 
present in a seasonal industry and the 
plan might need to be group annuities. 
Companies whose employee compen- 
sation is reasonably high and which 
have a satisfactory severance rate, of 
course, present the easiest ones for 
which to arrange an adequate and sat- 
isfactory plan. 

(6) Geographical distribution of 
employee residence may present unique 
problems, particularly when such resi- 
dence is in foreign countries. If the 
plan adopted contemplates any per- 
sonal service contacts, the problem of 
geographical distribution becomes im- 
portant in designing the Plan. 

(7) Employee Age. If a large per- 
centage of the employees are already 
past 60 years of age, it is apparent that 
the accrued pension liability assumes 
proportions that only a few companies 
can finance. Like the firm that refuses 
or neglects to build adequate depre- 
ciation reserves, such a company is 
faced with a major problem of finance 
which it may be unable to discharge. 

(8) Occupation of Employees. Is 
the character of the work such that 
retirement needs to be earlier or later 
than that usually considered as normal 
retirement age, namely 65? For in- 
stance, certain types of mining, geo- 
physical exploration, and industrial 
work are so taxing on human endur- 
ance that men past 50 find it difficult 
to keep their jobs. In many cases they 
are unfit for other types of employ- 
ment when they must leave the service 
of their company. The Plan must take 
this need of the employee into account. 

(9) Existing Employee Benefits. 
Do the employees now have any bene- 
fits such as group insurance, health 
and hospitalization insurance, emer- 
gency credit facilities? Does the com- 
pany pay cash bonuses? What is the 
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company’s practice with respect to in- 
creases in compensation? These things 
are important because they tell us more 
about the company’s executive mental 
attitude toward their employees than 
any amount of polite conversation in 
the President’s office. Furthermore, it 
is usually desirable to attempt to coor- 
dinate the benefits already available 
with those embodied in the plan we 
shall design for the company. 


DETERMINING TYPE OF PLAN 


Having assembled the foregoing 
data, we are in a position to begin our 
analysis of the various factors to de- 
termine the type of plan that seems to 
be indicated, i.e., pension trust, group 
annuity, profit sharing trust, or a com- 
bination of them. Although no hard 
and fast rules may be used in making 
this decision, there are certain funda- 
mental guides which are dictated by 
common sense. In broad outline, these 
guides are: 


A Pension Trust is indicated when 
the following facts are present: 

1. The group does not exceed 2,500 
or 3,000 employees. 

. The severance rate comes within 
reasonable limits; or stated another 
way, the average years of past serv- 
ice is at least 5 years. 

3. The compensation curve is not sub- 
ject to violent fluctuations. 

. The geographical distribution of 
employee residence is not too widely 
dispersed. 

5. When employee health, age, race, 
and occupation is such that a large 
percentage can qualify for life in- 
surance. 

6. When the average intelligence is 
sufficiently high to enable the em- 
ployee to understand and appreciate 
the company’s efforts to help him. 


No 


> 


A Group Annuity is indicated in 
cases that do not meet the require- 
ments set forth above for the pension 
trust. For the benefits provided, the 
group annuity is more costly than sim- 
ilar benefits under a pension trust, but 
it does cover many situations which 
cannot be handled adequately under 
the pension trust. 

Profit Sharing Trusts are usually 
more valuable when used in conjunc- 
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tion with either a Pension Trust or a 
Group Annuity. However, some com- 
pany situations require this type of 
Plan because of the nature of the busi- 
ness operations which result in drastic 
fluctuations in corporate income. In 
such cases, it is often unwise to attempt 
a fixed commitment as required by 
both of the other Plans. 

The next step is to set up the frame- 
work of the Plan. Although the needs 
of the particular company for which 
the Plan is designed will require many 
variations in detail from the mythical 
ideal plan, yet there are certain charac- 
teristics common to all soundly con- 
structed Pension Trusts. These are: 


1. The formula for determining 
pension benefits. In working out the 
proper formula consideration should 
be given to its application, making cer- 
tain that the results: 


a. Create no inequalities in benefits to 
particular individual employees. So 
long as a given formula is applied 
uniformly to everyone, such in- 
equalities are not likely to arise. 
However, if arbitrary adjustments 
are made in the amount of terminal 
benefits either in maximum or min- 
imum amounts, then care must be 
exercised to avoid inequalities. 

b. Produce benefits that are sufficiently 
generous to achieve the desired 
stimulus to morale improvement. 
For instance, if pension benefits 
average only $10 per month, then 
employee enthusiasm for the Plan 
would probably not be very encour- 
aging. 

c. Take into account Social Security 
Benefits in order to iron out the in- 
equalities inherent in the Social Se- 
curity Law. Any plan that superim- 
poses pension benefits upon those 
provided by Social Security merely 
accentuates the inequalities of the 
Social Security Law. 

d. Give proper credit for years of past 
service. If the formula is based on 
future service only, then the em- 
ployee who has spent 25 years in 
the service of the company but who 
has only 10 more years to work be- 

fore reaching retirement age, will 

be treated unfairly as compared to 

the younger man who has only a 
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few years of past service and many 
years of future service. 

e. Do not create a cost that is beyond 
reasonable budget limitations of the 
company to maintain year in and 
year out. 

f. Fix the normal retirement age in 
keeping with the needs of the em- 
ployees, proper consideration being 
given to occupation and the ability 
of the average employee to remain 
at his job until his pension is due 
to begin. While age 65 is the most 
prevalent age selected, it is by no 
means the one that should be se- 
lected in every case. 


2. Eligibility. Usually all employees 
should be eligible who have a certain 
number of years of past service and are 
60 years old or younger. The law per- 
mits exclusion up to 5 years, but in 
most cases companies can and should 
be more liberal. Two or three years 
of past service is usually better than 
longer requisite periods. Such a re- 
quirement eliminates those employees 
who may not be considered as perma- 
nent personnel. The age limit will re- 
sult in hardships for elderly but other- 
wise worthy employees; however, if 
this limitation is not imposed and if 
the percentage of older employees is 
high, then the cost of the plan will be 
greater than the company can pay. 

3. Financing the Plan. It is our 
judgment that a Pension Trust should 
be financed by joint contributions of 
employer and employees. The em- 
ployer should pay the cost of all ac- 
crued past service liability and at least 
one-half of future service liability. In 
most cases this arrangement results in 
the employer paying about 75 per cent. 
of the total cost. Our reasons for sug- 
gesting joint contributions are: 


a. People appreciate more and take 
greater interest in those values 
which they help to create. 

b. Those who refuse to accept some 
of the burden are, in the great ma- 
jority of cases, the sort of employees 
the company would not want to 
help. Their tribe takes everything, 
gives nothing, and are the first to 
foment trouble. 

c. Joint contributions make it possible 
to provide more adequate benefits. 
Since these benefits are for the em- 





ployees, it is desirable to make them 

as attractive as possible. 

4, Benefits. In addition to the pen- 
sions beginning at retirement there are 
other benefits that should be included 
in a properly designed Plan, such as: 


a. Death benefits before retirement, 
Few people own a sufficient amount 
of property or insurance to provide 
minimum maintenance for their de- 
pendents should they die during 
their productive years. Fortunately, 
additional death protection can be 
built into a Pension Trust which 
helps to make up this deficiency. 

b. Severance benefits, which are not 
only valuable to the individual em- 
ployee should be forced by circum. 
stances to leave his job, but tend to 
reduce severance and lessen the 
company’s induction and training 
costs. 


5. Investments of the Trust. In most 
of the Pension Trusts that we design 
we recommend that approximately one- 
half of the total annual contribution 
be invested in insurance on the lives 
of eligible employees and the other 
half in interest bearing securities. The 
reason for such an investment policy 
is sound and advantageous for all 
parties concerned. 


a. From the viewpoint of the em- 
ployer, the effect of this investment 
arrangement is to reduce his ulti- 
mate cost for the following reasons: 
(1) In event of the death of an 

employee before retirement, 
the proceeds of the insurance 
are paid to his dependents, but 
the funds accumulated in other 
securities intended to fund his 
pension had he lived, are held 
in the Trust for the benefit of 
surviving members of the 
Plan. The net result of this 
procedure is to reduce the em- 
ployer’s contribution the fol- 
lowing year by the amount of 
the funds released from the 
deceased’s security or invest- 
ment account. 

(2) By the same token, when an 
employee leaves the service of 
the employer he receives title 
to the policy of insurance on 
his life but all or a portion 
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(depending upon the sever- 
ance equities of the Plan) of 
the funds theretofore allocated 
to him in the investment ac- 
count is released to the Trust 
for the benefit of remaining 
members of the plan. The em- 
ployer’s cost is reduced by the 
amount of this salvage. 

b. From the viewpoint of the employee 
the arrangement is most satisfactory 
because: 

(1) If he lives to retirement age 
and remains in the employ of 
the company, his pension is 
guaranteed and, 

(2) If he dies before retirement 
age, his dependents receive a 
sum of money approximately 
equal to that which would 
have been accumulated for him 
at age 65 and out of which 
his pension would have been 
paid. 

(3) Furthermore, if he should 
leave the service of the com- 
pany before retirement, he re- 
ceives a severance benefit in 
the form of a life insurance 
policy with all the cash, loan 
and other values that have 
been created by his own and 
his employer’s contributions. 

(4) Finally, the arrangement is not 
only advantageous and desir- 
able but it is also equitable. 
Perhaps neither the employer 
nor the employee knows that 
a relatively small percentage 
of the present group of em- 
ployees will live and remain in 
the employ of the company 
until retirement age. But we 
know that this is true and it 
behooves us to build the Plan 
on the solid foundation of 
equity to all. 


In closing, let me say with all the 
sincerity of which I am capable that 
any company that approaches the prob- 
lem of employer-employee relationship 
with the mental attitudes which have 
been suggested here tonight and will 
translate those mental attitudes into a 
properly designed employee benefit 
Plan such as the arrangement I have 
outlined and having inaugurated such 
4 Plan, make certain that it is efficiently 
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administered—then gentlemen, I say 
to you that that company will have 
solved one of its most important prob- 
lems. 





RELIEF FROM EXCESS PROFITS 
TAXES 


(Continued from page 147) 











A relief claim involves quality as 
well as quantity of income. Any system 
whereby the propriety of checks or 
similar items is verified by the control- 
ler, necessarily requires the keeping of 
records which will make it easier to 
analyze income on the basis of par- 
ticular products, particular customers, 
particular areas, and the like. Such seg- 
regation in turn may establish new or 
unusual factors whose operation or 
whose failure to operate during the 
base period materially affected earn- 
ings, and which permit reconstruction 
of earnings and the granting of relief. 


XVI. 


The Examination of All Warrants for 
the Withdrawal of Securities from 
the Vaults of the Corporation and 
the Determination That Such With- 
drawals Are Made in Conformity 
with the By-Laws and/or Regula- 
tions Established from Time to Time 
by the Board of Directors 


Records kept under this category 
may disclose changes in capital ratio 
entitling the corporation to relief 
under Section 722 (b) (4). Fre- 
quently, the pledging of securities as 
collateral will evidence new ventures, 
the existence of which will establish 
grounds for relief. The need for 
changes in capital structure as evi- 
denced by records of security with- 
drawals may well lead to proof of de- 
pression in the base petiod because of 
temporary economic circumstances un- 
usual in the case of the taxpayer, and 
thus establish grounds for relief. 


XVII. 


The Preparation or Approval of the 
Regulations or Standard Practices 
Required to Assure Compliance with 
Orders or Regulations Issued by Duly 
Constituted Governmental Agencies 


This establishes the connection be- 
tween a Section 722 analysis and a 
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preparation for renegotiation. It is a 
well-established fact that the ratio be- 
tween profits and net sales during the 
years 1936-1939 inclusive is an extraor- 
dinarily important factor in renegotia- 
tion. The same reasoning which per- 
mits a reconstruction of base period 
earnings for tax purposes under Sec- 
tion 722 can be applied in the han- 
dling of a renegotiation situation. 

This completes a review of the more 
important elements of relief, following 
the order in the “Duties of a Control- 
ler” published by The Institute. Each 
case requires its own treatment, but 
it is amazing to find that the list of 
duties, prepared with no thought of 
Section 722, so accurately defines the 
approach to the problems presented by 
that section and by the companion 
problem of renegotiation. A taxpayer 
whose controller has adhered to the 
principles outlined in this platform of 
seventeen points, is in a strong posi- 
tion to avail itself of Section 722. 

Section 722 is important not only 
with reference to current tax prob- 
lems, but also because it represents an 
effort to maintain private initiative and 
personal enterprise in the face of a 
rising tide of collectivism. Congress 
has realized that some credit must be 
given to initiative and has taken the 
first step in the relief sections, par- 
ticularly Sections 721 and 722. It is 
to be expected that the relief principles 
involved, here will find a scope in- 
creasingly wide in application and in- 
creasingly important. If the standards 
enunciated under the seventeen duties 
are important now, they will be even 
more important in the future. 


UNAUTHORIZED REQUESTS 
FOR DATA BARRED 

Chairman W. J. Donald, of the Ad- 
visory Committee on Government Ques- 
tionnaires, requests business firms to re- 
port attempts by government agencies 
to obtain business statistics unless ap- 
proved by the Statistical Standards Di- 
vision of the Bureau of the Budget. 
Telephone inquiries are just as much 
subject to Budget Bureau approval as 
printed questionnaires. Mr. Donald 
should be addressed in care of the Bu- 
reau of the Budget, at Washington, 
D. C. His committee will investigate 


promptly. 
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Sees Wider Federal Control 
Through Cost Accounting 


“Price control opens a new vista of 
government control of business by law 
based and dependent upon accounting.” 
This is the conclusion reached by Charles 
W. Lamden, in an article entitled “The 
Place of Accounting in Price Control,” 
which is published in the January issue of 
“The Accounting Review.’’ Says the au- 
thor: “In supervising the allocation of 
costs and the determination of prices, the 
government steps into the operation of 
every business, and accounting becomes 
the mechanism of control.” 

“Since the successful operation of the 
price-control program, the smooth func- 
tioning of production, and the economic 
mechanism depend so much on the proper 
handling of requests for price increases,” 
the author points out, “it is important to 
see that a uniform and reasonable pro- 
cedure is developed and followed in the 
handling of price-increase cases. Obviously 
that means that uniform cost-accounting 
procedures must be used in determining 
unit costs of production. That does not 
mean that all companies must use the same 
pricing formula, nor does it mean that all 
costs must be based on a particular sys- 
tem of actual or standard cost accounting. 
Nevertheless, certain basic principles must 
be followed, and cost allocations must be 
based on reasonable and ‘accepted’ stand- 
ards, and must not be arbitrary or capri- 
cious.” 

Other articles in this issue include: 
“Depreciation Accounting in Utilities,” 
by Carl Thomas Devine; ‘Observations 
on Cost,” by Maurice E. Peloubet; 
“Policies and Procedures in Federal Ci- 
vilian Procurement,” by Clem C. Linnen- 
berg, Jr., and “German Financial Mobi- 
lization,” by A. Henry Ludmer. 


Report Charges Business with 
Post-War Responsibility 


It rests with business to prevent a repe- 
tition of the collapse of prices and the 
epidemic of bankruptcies which followed 
the end of the First World War, accord- 
ing to a report on “Wartime ‘Prosperity’ 
and the Future,” published by the Na- 
tional Bureau of Economic Research. 
Written by the Bureau’s director, Profes- 
sor Wesley C. Mitchell of Columbia Uni- 
versity, the tract emphasizes the need for 
deciding whether government controls 


are to be used to solve the problems 
which will face our economy when peace 
is restored, or whether we will return to 
“business as usual.” 





“Toward which side public opinion 
will lean we do not know,” the author 
states, “but it is unlikely that the irrita- 
tions left by the governmental planning 
of wartime will have more weight than 
the arguments of experts. However firmly 
people approve authoritative control dur- 
ing war as a dire necessity, they find its 
interferences with their own plans exceed- 
ingly irksome. Business and labor, ci- 
vilians and soldiers will be eager to rid 
themselves of hampering regulations. The 
prospect of subjecting themselves to a 
new set of controls will be especially un- 
welcome when they are just freeing them- 
selves from an old set. But no one knows 
how many Americans now set security of 
income as their economic goal and believe 
it can be reached only by extending gov- 
ernmental controls over business activi- 
ties.” 


Wartime Packaging Conference 
April 13-16 

The Wartime Packaging Conference 
and Exposition of the American Manage- 
ment Association will be held April 13-16 
in the Hotel Astor, New York. The show 
will feature exhibits of packaging and 
packing by the War Department and the 
Navy, and the materials will be drawn 
from all major service divisions of the 
armed forces. 

A panel of government officials repre- 
senting the War Production Board, the 
Quartermaster Corps, the Medical Corps, 
Lend-Lease, Services of Supplies, the 
Navy, Ordnance and Agriculture, will dis- 
cuss “Packaging for the Armed Forces.” 
The closing day of the Conference will be 
given over to a short course in packaging, 
using as a textbook the new “Army-Navy 
General Specifications for Packaging and 
Packing for Overseas Shipment.” 


University Issues Bibliography 
of Income Tax Collection Plans 


The Bureau of Public Administration 
of the University of California has added 
“Income Tax Collection Plans,” by Dor- 
othy Campbell Tompkins, to its War Bib- 
liographies Series. In addition to a gen- 
eral list of articles and pamphlets on the 
subject, the booklet also gives special cov- 
erage to the Ruml Plan and to legislative 
history of recent pay-as-you-go plans. 
Copies of the bibliography, which is 
Number 5 in the series, may be obtained 
from the University, and are priced at 35 
cents each. 








Paid Trainees Now Covered by 
Unemployment Insurance 


According to a new interpretation by 
the New York State Labor Department’s 
division of placement and unemployment 
insurance, persons attending war training 
courses designed to prepare them for em- 
ployment are eligible to receive unem- 
ployment benefits if they receive remuner- 
ation while in training. Payments made 
by any governmental agency or exempt 
organization for participation in a train- 
ing course for the above purpose will be 
considered as remuneration, even though 
the “employment” is not subject to con- 
tributions under the law. The interpreta- 
tion provides that reimbursement of in- 
cidental expenses up to $5 per week is not 
considered as remuneration. 

If a fee is charged for the course, the 
participant is not entitled to benefits un- 
less the hours and conditions of the 
course enable him to perform full-time 
employment during the course, or unless 
he can show that he is ready, willing and 
able to forego the course at any time in 
order to accept employment. 


Office Management Publication Discusses 
War Manpower 


Articles on the manpower problem and 
wage and salary stabilization dominate 
the April issue of “NOMA Forum,” offi- 
cial publication of the National Office 
Management Association. The two pa- 
pers on manpower considerations were 
presented at meetings of the Pittsburgh 
and Detroit chapters, respectively, of the 
Association. The first, emphasizing the 
use of manning tables for replacing 
drafted workers, was presented by Mr. 
Louis B. F. Raycroft of the War Man- 
power Commission’s Philadelphia office. 
The second was presented by Mr. Mon- 
tague A. Clark of the Detroit office, 
WMC, and outlines the stabilization plan 
under consideration for the Detroit area. 

The paper on “Wage and Salary Sta- 
bilization” was presented at a meeting of 
the Kansas City Chapter by Mr. Walter 
W. King of the Wage and Hour and Pub- 
lic Contracts Divisions, of that city. 
Other topics covered in this issue include 
“The Development of Office Supervisors,” 
by W. H. Seidel of Montgomery Ward & 
Co., Inc., Chicago, and “Office Layouts” 
by Kenneth H. Ripnen of Kenneth H. 
Ripnen Company, Inc., New York. 
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Use of Form Q-20 Discontinued 
by Price Administration 


A recent release put out by the Office 
of War Information and the Office of 
Price Administration, jointly, announces 
that oil companies which have been filing 
monthly comparative statements of profit 
and loss on OPA Form Q-20 may now 
discontinue this practice. The Office of 
Price Administration stated that no fur- 
ther requests will be made for filing this 
form because recent adjustments in price 
ceiling on crude petroleum and refined 
products have obviated the need for fu- 
ture monthly statements of profit and loss. 

This information called for by this 
form was first requested in September, 
1942, from representative companies in 
the oil refining industry. The announce- 
ment states that both large and small re- 
finers have been filing the reports regu- 
larly. 

The OPA expressed the hope that elim- 
ination of monthly reports will result in 
even greater cooperation from oil com- 
panies in filing annual and quarterly data 
on OPA Forms A and B. 


Wide Range of Subjects for 
Production Conference 

A Production Conference is to be con- 
ducted by the American Management As- 
sociation at Cleveland, May 5 and 6. In- 
creased worker effectiveness and methods 
of obtaining it, will be explored. Better 
scheduling, better handling of materials, 
better production control, better planning, 
will be among the subjects to be dis- 
cussed, 

Actual experience with these matters 
will be described, in ‘case stories,” it is 
announced. The Controlled Materials 
Plan, which is soon to go into full oper- 
ation, will be analyzed. How to adjust 
company programs to meet this plan will 
be described by several speakers. Incen- 
tive compensation also will be discussed. 


Net Amounts of Salaries Listed inProxyRequest 

In a proxy statement sent out by the 
Texas Company the remuneration of of- 
ficers is listed, and in addition there is 
shown the appropriate amount of Fed- 
eral income taxes applicable to a net in- 
come equal to the remuneration received, 
together with the amount of the approxi- 
mate net remuneration after deducting 
such taxes. This should be illuminating 
information for shareholders. 


Proxy Rules Too Burdensome 


Would Delist Stock 


The president of the Firemen’s Fund 
Insurance Company, of San Francisco, Mr. 
Charles R. Page, addressed a letter to the 
stockholders of the company recently, sug- 
gesting that the stock of the company be 
taken off the San Francisco Stock Ex- 
change because of the burden imposed on 
the company by the proxy solicitation re- 
quirements of the Securities and Exchange 
Commission. Mr. Page said: 

“At the present time, so far as we are 
aware, there are only two of the larger 
fire insurance companies in this country 
which have their stocks listed on any 
exchange. The great majority of insurance 
stocks are traded in the over-the-counter 
market. It is the opinion of our board 
that, if delisting of our stock is accom- 
plished, stockholders will find the over- 
the-counter market for our stock at least 
as active as that provided by the San 
Francisco Stock Exchange. Furthermore, 
stockholders residing outside California 
comprise approximately 36 per cent. of 
the total in number of shares owned, and 
it is the judgment of the board that to 
many of these stockholders the existence 
of a market on the San Francisco Stock 
Exchange is of comparatively little value. 


“Under the requirements applicable to 
listed securities, proxies cannot be so- 
licited from stockholders without a proxy 
statement containing information from 
time to time prescribed by the proxy 
rules. Most of our competitors, since 
their stocks are unlisted, are not subject 
to these rules. Under these conditions 
we suffer certain disadvantages which our 
competitors do not share.” 

Mr. Page then describes some of the 
SEC’s proxy solicitation rules. 


War Conference of Controllers, 
in Philadelphia 

This issue of “The Controller” is go- 
ing to press on the eve of the Eastern 
Spring Conference of Controllers, at Phil- 
adelphia, on April 12. The Conference 
Committee, headed by Mr. Daniel H. 
Schultz, of Leeds & Northrup Company, 
reports that more than 300 advance reser- 
vations had been received. The meetings 
were scheduled to be held at Hotel War- 
wick. 

This was announced as the Third War 
Conference of Controllers. Contract termi- 
nation problems, and the procedures to 
be followed in renegotiating contracts 
with the government, were prominent on 
the list of those scheduled for discussion. 





LETTERS FROM 





CONTROLLERS 








APPRECIATES SERVICES 
RENDERED BY INSTITUTE 


ARTHUR R. TUCKER 
Managing Director: 

We greatly appreciate the services ren- 
dered by this organization and feel that The 
Institute is doing a very fine job of keeping 
controllers posted on all current matters, as 
evidenced by your publications. 

M. S. GELBER 
The Garrett Corporation, 
Inglewood, California 


COMMENDS MATERIAL IN 
“THE CONTROLLER” 


ARTHUR R. TUCKER 
Managing Director: 

I have read the March issue of THE Con- 
TROLLER and wish to send you a word of 
commendation on the excellent material and 
its presentation. 





The articles entitled “How To Make Use 
of Relief Provisions of Revenue Act” and 
“Preparation of Financial and Related Data 
for Renegotiation,”” I found particularly in- 
teresting. 

J. C. ANDERSON 
Standard Oil Company (New Jersey) 
New York City 


GREAT HELP TO MANAGEMENT 
OF ANY BUSINESS 


ARTHUR R. TUCKER 
Managing Director: 

You are most kind to send me a copy of 
“Wartime Planning to Meet Postwar Prob- 
lems.” Frankly, this is one of the best things 
I have seen on the subject; it gets right 
down to earth, and will be of great help to 
the management of any business organiza- 
tion which is attempting to think in terms 
of its business in the postwar period. 

FRANK L. BLACK 
United States Department of Commerce 
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USE OF CURRENT FIGURES 
(Continued from page 149) 








of estimated costs both for the pur- 
poses of arriving at a price to bid ona 
prospective job, and in costing out that 
particular job if it is obtained. Actual 
costs on the job are obtained appar- 
ently on a “job order’’ basis as the job 
is scheduled through the shop. These 
costs are used to adjust the estimate on 
which the job was originally costed 
out, providing there is a material varia- 
tion between the estimate and the ac- 
tual figures. The writer of this letter 
makes the following comment: 


“We have found under war time condi- 
tions that it is not practical to indulge in 
a too elaborate system of developing costs. 
It is more important to us that our costs 
as developed are timely and can be used 
not only for the purposes of control but 
also for the purpose of availability in esti- 
mating or quoting on future jobs of a 
similar nature.” 


USES AVERAGE COSTS 


The other war contractor states that 
average costs are used. Following is 
an excerpt from his letter: 


“In our company we use a method of 
average cost which is in some respects 
similar to a standard cost, but we have 
never recognized such costs as standards. 
In any event, such costs as we do use are 
based entirely on present conditions with- 
out reference to normal conditions of op- 
erations. To do otherwise would jeopar- 
dize our reimbursement under our cost- 
plus-fixed-fee contracts.” 


The following, though it does not 
help you in your problem, is an ex- 
cerpt from a revealing letter received 
from an eastern meat packing con- 
cern: 


“Packing houses are all selling their 
products at ceiling prices established by 
the O.P.A. It does not make any differ- 
ence what the cost of products may be in 
a packing house, the fact remains that we 
cannot penetrate the ceiling. 

“In the packing business there is hardly 
any relation between cost and selling 
prices at the present moment. To further 
complicate these conditions, we must also 
operate under Restriction Orders, and that 
means that at the present moment we are 
permitted to sell only 70 per cent. of what 
our sales were in 1941. 

“We maintain our standards in our 
various departments, due to the fact that 
‘we afe not operating twenty-four hours a 










The Controller, April, 1943 


day. By maintaining our standards, with 
necessary revisions from time to time, we 
were in a position to determine whether 
or not it was to our advantage to sell 
processed goods rather than fresh goods. 
We have no intentions at the present time 
of deviating from our established pro- 
cedure.” 





I hope that this information will 
be of some value to you, although be- 
cause of the delay, which can also be 
attributed to war conditions, it may 
not be as timely as you would have 
liked. 


Institute Member Heads Program 
Committee for Utility Conference 


Mr. O., H. Ritenour, controller of 
the Washington Gas Light Company 
and a member of The Institute, is co- 
chairman for the American Gas Asso- 
ciation of the program committee in 
charge of arrangements for a confer- 
ence of public utility accountants which 
is scheduled to take place April 27-28 
in the Netherland Plaza Hotel, Cin- 
cinnati. The conference is sponsored 
jointly by the American Gas Associa- 
tion and the Edison Electric Institute, 
and Mr. H. R. Flanegan, of the Phila- 
delphia Electric Company, is co-chair- 
man representing the latter group. 

Both general and group sessions are 
planned for the conference. One of 
the groups—that on general account- 
ing—will discuss studies now being 


made by cooperating committees of the 
two sponsoring trade associations re- 
lating to amortization of defense and 
war facilities, internal reports and 
audits, simplification of reports, pro- 
tection and preservation of records, re- 
serves for post-war adjustments, stream- 
lining of uniform accounting systems, 
salary stabilization requirements, depre- 
ciation, tax accounting, and the like. 

Mr. H. C. Blackwell, president of 
the Cincinnati Gas and Electric Com- 
pany, will welcome the delegates and 
discuss general problems facing the 
two industries. Other prominent speak- 
ers will address the conference on man- 
power problems, trends in regulations, 
materials rationing, postwar planning, 
and similar topics. 





“INCOME SIZE DISTRIBUTION 
IN THE UNITED STATES” 


Part I, volume fie, published in 1943 
by the National Bureau of Economic 
Research, New York. 131 pages. $1. 


In March, 1941, a meeting of a number 
of men especially interested in the distribu- 
tion of income by size, was held at the Na- 
tional Bureau of Economic Research. This 
volume contains summary material of gen- 
eral interest and the recommendations pre- 
sented to the full meeting of the Confer- 
ence (Chapter 4). Chapter 1 is on the 
purposes of income distribution data; 
Chapter 2 presents a compact summary of 
the material contained in the reports on 
individual studies; and Chapter 3 is de- 
voted to the Comparability and Deficiencies 
of Existing Data and the Construction of a 
Size Distribution for the United States. 

The readers interested in details and a 
precise description, should turn to the sec- 
ond part of this survey, which consists of 
the individual reports themselves. These 
have been mimeographed as a Conference 
memorandum. 





“LABOR POLICY AND THE 
BUSINESS CYCLE” 


By Dr. Sidney C. Sufrin. Published by 
The American Council of Public Af- 
fairs, Washington, D. C. 52 pages. $1. 


At present the author is a major at- 
tached to the Industrial Personnel Division, 
Services of Supply, War Department. Why, 
he asks, have economists not been able to 
reach even approximate agreement on labor 
policy? His main purpose in this study is 
to bring to light some of the divergent as- 
sumptions and interpretations which have 
given rise to the different explanations of 
wage determination and of the role of wages 
in economy. He points out that wage policy 
is a limited aspect of business cycle policy, 
but that this limited character does not 
make wage policy less important. In the 
concluding chapter he formulates a series 
of questions and problems, the study of 
which would bring one to a realistic under- 
standing of the issues involved. 
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"Don't wake him-- 
he'll have the total 
in a few minutes!" 











YOU CAN RENT COMPTOMETER EQUIPMENT! 


* Cut out the monkey-business, gentlemen (and the sheep-business). 
Even though you’re unable to buy Comptometer adding-calculating 


machines, you can rent them for limited periods of time. 


* To learn about this economical service, telephone your local Compt- 


ometer Co. representative. The Comptometer is made only by the 


| Felt & Tarrant Mfg. Co., 1734 N. Paulina Street, Chicago, Illinois. 


COMPTOMETER 


ADDING-CALCULATING MACHINES AND METHODS |} 











Midwestern Controllers’ Conference 


To Be Held at Cleveland, May 10 


Mr. T. J. Tobin, controller of the 
Erie Railroad Company, as chairman 
of the committee to organize the Mid- 
western Conference of Controllers, an- 
nounces that plans for the Conference 
are taking shape rapidly and that, judg- 
ing from attendance at a similar con- 
ference which took place in Philadel- 
phia on April 12, and the interest 
shown in the discussion of war prob- 
lems of controllers as they have de- 
veloped since late last fall, there will 
be a large gathering of controllers 
and financial officers of corporations at 
Hotel Cleveland on May 10, when the 
late problems will be analyzed and the 
experiences of controllers reported. 

Mr. Lloyd D. McDonald, vice-pres- 
ident and controller of the Warner & 
Swasey Company, of Cleveland, is 
chairman of the Program Committee. 
The general outline of the program 
has been determined upon, and a pre- 
liminary announcement will be mailed 
to members of The Controllers Insti- 
tute of America and others within a 
short time. 

The first session of the Midwestern 
Conference will be a general session 
Monday morning, May 10, which will 
be devoted to discussion of renegotia- 
tion problems, including preparation 
for renegotiation and the procedure 
which has been followed in cases which 
already have been heard; and to dis- 
cussion of contract termination prob- 
lems. Many contracts have been can- 
celled, or reduced, and the financial 
officers of the companies affected, have 
found themselves confronted with 
serious problems in adjusting costs 
with representatives of the government 
departments which are involved. Set- 
tlements will depend largely on audits 
and adjustments, as between the gov- 
ernment’s representatives and the com- 
panies. An Audit program and pro- 
cedure are being developed within the 
Treasury Department, which to a large 
extent will be controlling. Just what 





that program is will be of great con- 
cern to companies producing goods 
for the government. 

Manpower problems, the implica- 
tions of the 48-hour week, and the 
stabilization of wages will form the 
basis of the luncheon program, during 
the Conference, and the daytime pro- 
gram will be brought to a close with 
an afternoon session which will be 
divided into two parts. 

The first part will deal with matters 
connected with Federal taxation, in- 
cluding the methods of obtaining relief 
under Section 722 of the 1942 Federal 
Revenue Act Amendments of 1942; 
with wartime depreciation problems, 
special balance sheet reserves, wartime 
fiscal policies, and the funding of re- 
serves. This will include discussion of 
rearrangements of capital structures to 
hold intact shareholders’ equities by 
debt retirement now. This will include 
discussion of the possibility of securing 
from Congress the same tax relief on 
discounts on securities purchased as is 
now given to the railroads. 

Still another subject scheduled for 
discussion as a part of the afternoon 
program is the application of V loans 
to the financial picture of a going busi- 
ness. 

A dinner to be addressed by two 
nationally known leaders in business 
and controllership will bring the pro- 
gram to a ciose. 

Arrangements are being made for 
an informal reception Sunday after- 
noon, May 9, for members and vis- 
itors. 

Cleveland played host to the Mid- 
western Conference of Controllers in 
May, 1939. Officers of The Controllers 
Institute of America, and the Confer- 
ence Committee, appreciate to the full 
the weight of the responsibilities which 
controllers are carrying. All of them 
are overworked, in meeting problems 
connected directly or indirectly with 
the war. In spite of this, the necessity 
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of planning with other controllers the 
most effective methods of meeting 
these responsibilities, is recognized, 
The coming Midwestern Conference, 
therefore, is being planned along 
lines which will make well worth 
while the taking of time to participate. 

Practices which have been found to 
be satisfactory in meeting the special 
wartime responsibilities of controllers 
will be described and evaluated. 

Mr. C. L. Cole has been designated 
vice-chairman of the Midwestern Con- 
ference. He is president of the Cleve- 
land Control, and controller of the 
Glidden Company. 

Mr. C. A. Cuddy, treasurer of the 
Cleveland Control, will be treasurer 
of the Conference. He is controller of 
the Di-Nac Manufacturing Company. 

Other committees: 

Program: Mr. L. D. McDonald, 
Chairman; Mr. J. J. Anzalone, The 
Chesapeake Corporation; Mr. F. J. 
Carr, American Steel & Wire Com- 
pany; Mr. H. L. Patch, Standard Oil 
Company of Ohio; Mr. H. P. Thorn- 
ton, The White Motor Company; Mr. 
August D. Grote, Illinois Bell Tele- 
phone Company, Chicago; Mr. Ralph 
A. Miller, University of Cincinnati, 
Cincinnati; Mr. J. Herbert Carson, 
Pittsburgh Coke & Iron Co., Pitts- 
burgh; Mr. O. J. Gurwell, Thompson 
Products, Inc., Detroit. 

Arrangements: Mr. W. C. Miller, 
Chairman, Industrial Rayon Corpora- 
tion; Mr. J. P. Carpenter, The Cleve- 
land Union Stock Yards Company; 
Mr. Geo. S. Dively, Harris, Seybold- 
Potter Company; Mr. C. J. Grikshell, 
Addressograph-Multigraph Corpora- 
tion; Mr. Geo. L. Horst, Central Grey- 
hound Lines, Inc.; Mr. R. C. Huels- 
man, Central National Bank; Mr. M. 
E. Price, Thompson Products, Inc. 

Reception: Mr. J. E. Heidgen, 
Chairman, Basic Refractories, Inc.; 
Mr. W. M. Brown, The Robinson Clay 

(Continued on. page 164) 
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Mertens on THE 


LAW OF 
FEDERAL INCOME 
TAXATION 


By JACOB MERTENS, Jr. 


of the firm of Davies, Auerbach, Cornell & Hardy 
One Wall Street, New York City 


12 VOLUMES PRICE $120.00 


A complete restatement of the entire field of Federal In- 
come taxation so written that anyone interested in any phase 
of the subject may readily find the law applicable with the 


minimum expenditure of time and effort. 


It will be kept constantly to date by a monthly service, cumu- 


lated quarterly and pocket parts issued annually. 


Terms: 6% discount for cash or $10.00 cash and $10.00 per 


month. 
Descriptive Literature Sent on Request 
CALLAGHAN & COMPANY 
401 East Ohio Street Chicago, Illinois 






































“PUBLIC CONTROL OF LABOR 
RELATIONS” 


By D. O. Bowman, University of Mich- 
igan. Published by The Macmillan 
Company, New York. 504 pages. $5. 


An outstanding feature of our govern- 
ment for the past ten years has been the 
greatly expanded use of administrative agen- 
cies to achieve economic and social objec- 
tives. One of the most active and most 
important of these agencies has been the 
National Labor Relations Board. 

This book provides a complete analysis 
of both the strengths and weaknesses of 
the N.L.R.B. as an administrative agency, 
its relationships to other branches of gov- 
ernment and law, and its methods of opera- 
tion. It includes a quantitative study of 
strikes, the court record established, the 
flow of cases and Board decisions. It is an 
authoritative guide to the formulation of 
management-labor relations today and to 
the solution of such pressing current labor 
problems as the closed shop, the check-off, 
jurisdictional disputes, hiring and firing, 
designation of bargaining unit, protection 
of non-union worker, and appeal and re- 
consideration of decisions. 

At the end of the book the author sum- 
marizes the development of public policy 
on labor relations and draws conclusions as 
to the effectiveness of the Board in pro- 
moting these policies. The whole book is 
thoroughly documented. 

Responsible persons in management, la- 
bor, or in government agencies dealing with 
industry will find the book to be an invalu- 
able source of information and guidance. 


“EMPLOYMENT IN MANUFAC- 
TURING, 1899-1939” 


By Solomon Fabricant. Published by 
the National Bureau of Economic Re- 
search, Inc., New York. 360 pages, 18 
charts, 13 tables. $3. 


This report presents indexes of employ- 
ment, manhours, output, workers per unit 
of product, and manhours per unit of prod- 
uct from 1899 to 1939. It covers manufac- 
turing in the aggregate and a large number 
of separate manufacturing industries. 

Changes in employment, output, and 
unit labor requirements are analyzed 
against the background of corresponding 
changes in hours of work, wage costs, sell- 
ing prices, and capital investment. The 
typical course of employment during the 
growth and decline of an industry is de- 
scribed, and the relations between number 
of jobs, output, and labor productivity dur- 
ing the stages of industrial growth are ex- 
amined in some detail. Considerable atten- 
tion is devoted to an appraisal of the role 
of technological advance in manufacturing. 
In a final chapter the findings are re-ex- 
amined in the light of developments in the 
economy at large. 


Reviewed by Harvey M. KELLEY. 





REVIEWS of Recent Business Publications 


“THE GENERAL FUND SURPLUS 
PROBLEM IN CALIFORNIA” 


By Dorothy C. Tompkins. Published 
by the Bureau of Public Administra- 
tion, University of California, Berke- 
ley. Paper cover, 21 pages. 40 cents. 


This is a concise review of California’s 
General Fund, which will have an ex- 
pected surplus of ninety million dollars by 
June, 1943. The surplus has resulted from 
an unprecedented upswing in business and 
decreased state expenditures. In order to 
maintain the impartial fact-finding quality 
of the report, the author simply records sug- 
gestions as to what should be done about 
the surplus, i.e.—reduction of taxes, re- 
ducing state debts, increasing state aid, 
and reserving funds for postwar spending. 

The expressed judgments and opinions 
of economists, tax experts, and govern- 
mental officials are presented, with particu- 
lar reference to fiscal policies for states in 
the handling of surpluses. Some of the 
states are named, together with the pro- 
visions made by them for the use of their 
excess revenues. A more detailed report, if 
specifically requested, could be based on 
the extensive materials used in this study. 


Reviewed by Harvey M. KELLEY. 


Personal Note 


Lee T. Melly, a member of The Con- 
trollers Institute of America, treasurer of 
the Ward Baking Company, New York, 
has been elected vice-president and treas- 
urer of the company. 


“INDUSTRIAL CONCENTRA- 
TION AND PRICE 
INFLEXIBILITY” 


By Dr. Alfred C. Neal, Assistant Pro- 
fessor of Economics, Brown University. 
Published by The American Council 
on Public Affairs, Washington, D. C. 
Cloth edition $3.25, paper edition 
$2.75. 


“Concentration” is the term applied in 
empirical economic literature to situations 
in which the number of sellers is too few 
for pure competition, but too many for 
complete monopoly. The present study 
performs several tasks in endeavoring to 
accomplish its main purpose, i.e., the analy- 
sis of the effect of concentration upon the 
distribution of resources, both among lines 
of industry ana between full and less than 
full employment for the economy as a 
whole. 

Although this study is concerned with 
problems which were most urgent during 
the depression of the 30's, it is intended 
also to offer some guidance in matters of 
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with price control and subsidies may find 
current interest. Those who are concerned 
some theoretical data in Chapter III which 
will tend to soften the harsh and friction. 
provoking directives to be gleaned from the 
textbooks. Those interested in post-war 
planning must give serious consideration to 
the price inflexibility problem. Can we con- 
sider infrequently changing or lagging 
prices to be indicative of maladjustment 
during a period of post-war slump? Do we 
want to “restore” price flexibility or com. 
petition? Chapters in the book yield an. 
swers to such questions which may surprise 
many who have dealt with these problems, 


“THIS AGE OF FABLE; The Political and 
Economic World We Live In,” by Gustay 
Stolper, 1942, 389 pages. $3.00. Published 
by Reynal & Hitchcock, New York. A sur- 
vey of this modern world that has “‘gone to 
pieces” and of the economic and political 
consequences of the war. The author closes 
with a defense of liberal capitalism under a 
democratic regime. 


“PROBLEMS OF POST-WAR RECON. 
STRUCTION,” edited by Henry P. Jordan, 
American Council on Public Affairs, Wash- 
ington, D. C, 1942, 300 pages, cloth 
$3.25, paper $2.75. The general subject is 
discussed under five main headings: 1) “In 
Quest of Peace” 2) “Problems of the Old 
World” 3) ‘The Western Hemisphere” 
4) “Government and Business” and 5) 
“The Paradox of Power Politics.” 





MIDWESTERN CONTROLLERS’ 
CONFERENCE 


(Continued from page 162) 











Product Company, Akron; Mr. E. A. 
Seffing, The Cleveland Tractor Com- 
pany; Mr. R. H. Smith, Cleveland 
Electric Illuminating Company; Mr. 
R. J. Snyder, Steel & Tubes, Inc.; Mr. 
M. W. Thernes, Ohio Public Service 
Company; Mr. Edwin M. Kerwin, E. 
J. Brach & Sons, Chicago; Mr. Wil- 
liam R. Dice, Eagle-Picher Lead Com- 
pany, Cincinnati; Mr. Herbert Law- 
rence, Pittsburgh Screw & Bolt Corpo- 
ration, Pittsburgh; Mr. A. I. Hawkins, 
Timkin Detroit Axle Company, De- 
troit; Mr. Edward J. Dowd, Schwitzer- 
Cummins Company, Indianapolis; Mr. 
John J. Balsom, Harley-Davidson Mo- 
tor Company, Milwaukee; Mr. James 
H. Schuler, Crown Drug Company, 
Kansas City, Missouri; Mr. Russel 
Palmer, The Standard Register Com- 
pany, Dayton. 
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The new easier method of producing 





Engineering Change Notices 






With the Mimeograph meth- 
od of stencil duplication, 
handwriting and hand sketch- 
ing are the only preparation 
needed... permanently legi- 
ble copies are produced by 
the hundreds or thousands, 
quickly and easily! 


Here’s how it works out in actual cases 


The engineering department of one of our 
leading aircraft industries found that 
Mimeograph duplication was the unique 
solution to the problem of speeding up and 
simplifying the production and distribution 
of vital engineering change notices. 


The permanent form for the engineer- 
ing change notice is die-impressed on 
Mimeograph brand stencil sheets. All the 
engineer has to do to change instructions or 
design is to handwrite and hand sketch with 
the stylus on the die-impressed Mimeograph 
stencil. The necessary number of copies is 
then produced on the Mimeograph duplicator 
and within fifteen minutes the change is in 
effect! Valuable man-hours are saved, produc- 
tion is speeded, costs are substantially re- 
duced, chance of error is eliminated! 


If you want to save man-hours by simplify- 
ing the method of handling your engineering 
change notices, write A. B. Dick Company, 
Chicago, for samples and detailed information. 


ian Mimeograph duplicator 








Engineers in leading aircraft industries and 
other manufacturing concerns all over the 
country have welcomed this advanced 
method of handling vital engineering change 
notices because of these outstanding ad- 
vantages: 


1. The ease of making the original copy—as 
simple as writing with pencil 


2. The speed with which this one handwrit- 
ing can be given large distribution—in a 
matter of minutes a hundred or a thousand 
copies can be produced a 








3. The economy with 
which all necessary 
copies can be produced 


4. The clear and perma- 
nent legibility of these 
black and white copies. 











MIMEOGRAPH isthe trade-mark of A. B. Dick Company, Chicago, registered in the U. S, Patent Office. 


The standard of speed and legibility in the one-writing system 




















Section 722 of the internal revenue 
code is the general relief provision of 
the Excess Profits Tax Act, and applies 
only to corporations. 

The rules under this section are 
somewhat like the rules for a golf 
tournament. Taxpayers using the aver- 
age earnings method are given five op- 
portunities to qualify. Taxpayers not 
entitled to use the average earnings 
method are given three opportunities 
to qualify. After a taxpayer has proved 
that it is qualified, before it can get 
any relief it must prove what its aver- 
age earnings would have been during 
the base period. 

I will recite the seven different rules 
by which a taxpayer may qualify, and 
we will then enter into a general dis- 
cussion as to the methods by which the 
taxpayer proves what its constructive 
earnings during the base period would 
have been. 


A. GENERAL RULE 


In any case in which the taxpayer 
establishes that the tax computed un- 
der this subchapter (without the bene- 
fit of this section) results in an exces- 
sive and discriminatory tax and estab- 
lishes what would be a fair and just 
amount representing normal earnings 
to be used as a constructive average 
base period net income for the pur- 
poses of an excess profits tax based 
upon a comparison of normal earn- 
ings and earnings during an excess 
profits tax period, the tax shall be de- 
termined by using such constructive 
average base period net income in lieu 
of the average base period net income 
otherwise determined under this sub- 
chapter. 

In determining such constructive 
average base period net income, no 
regard shall be had to events or condi- 
tions affecting the taxpayer, the indus- 
try of which it is a member, or taxpay- 
ers generally, occurring or existing 
after December 31, 1939, except that 


Five Opportunities to Qualify for 
Relief Under Section 722 


By John L. Connolly 


in the cases described in the last sen- 
tence of section 722 (b) (4) and in 
section 722 (c), regard shall be had 
to the change in the character of the 
business under section 722 (b) (4) or 
the nature of the taxpayer and the 
character of its business under section 
722 (c) to the extent necessary to 
establish the normal earnings to be 
used as the constructive average base 
period net income. 


B. TAXPAYERS USING AVERAGE 
EARNINGS METHOD 


The tax computed under this sub- 
chapter (without the benefit of this 
section) shall be considered to be ex- 
cessive and discriminatory in the case 
of a taxpayer entitled to use the excess 
profits credit based on income pursuant 
to section 713, if its average base pe- 
riod net income is an inadequate stand- 
ard of normal earnings because— 

(1) in one or more taxable years 
in the base period normal production, 
output, or operation was interrupted 
or diminished because of the occur- 
rence, either immediately prior to, or 
during the base period, of events un- 
usual and peculiar in the experience 
of such taxpayer. 

(For example: A fire, a flood, or a 
strike. If, as a result of a fire, flood, or 
strike in one or more of the years in 
the base period, the earnings were ab- 
normally low there may be substituted 
for the years an amount approximating 
what the volume of business would 





have been if no fire or flood or strike 
had occurred.) 

(2) the business of the taxpayer 
was depressed in the base period be- 
cause of temporary economic circum- 
stances unusual in the case of such tax- 
payer or because of the fact that an 
industry of which such taxpayer was a 
member was depressed by reason of 
temporary economic events unusual in 
the case of such industry. 

(For example: If the business of the 
taxpayer was supplying a certain manu- 
facturing product to a firm in 1936, 
and in 1937 the second firm decided 
to manufacture the product for its own 
use compelling the taxpayer to obtain 
other customers, which it was success- 
ful in doing in 1939, and as a result 
of these circumstances the taxpayer was 
depressed for two years of its base 
period, it would be allowed a construc- 
tive average base period net income for 
the depression years. Consideration will 
be given to business conditions in the 
depression years for the class of busi- 
ness in which the taxpayer was en- 
gaged and the probable earnings of 
the taxpayer had it not been depressed 
by reason of losing its principal cus- 
tomer.) 

(3) the business of the taxpayer 
was depressed in the base period by 
reason of conditions generally prevail- 
ing in an industry of which the tax- 
payer was a member, subjecting such 
taxpayer to 

(a) a profits cycle differing mate- 





tax departments. 





CONSTRUCTIVE AVERAGE NET INCOME 


| Mr. Connolly is secretary of the Minnesota Mining & Manu- 
facturing Company, of St. Paul. He addressed the Twin Cities 
Control of The Controllers Institute of America on March 2. The 
substance of his address, reproduced here, gives in simple terms 
an analysis of the provisions of Section 722 of the 1942 Internal 
Revenue Act, which should be helpful to controllers and to their 
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tially in length and amplitude from 
the general business cycle. 

(An example of this would be the 
case of a manufacturer of heavy ma- 
chinery. Such machinery is replaced in- 
frequently. Suppose its last period of 
high earnings was 1926 to 1929; that 
it maintained itself in the industry, 
absorbing losses, anticipating renewed 
earnings; and that the earnings in 
1936 to 1939 were poor. Considera- 
tion will be given to the taxpayer's en- 
tire profit cycle in constructing an aver- 
age base period net income which 
might be somewhat in line with the 
earnings of the period 1926 to 1929.) 
or 

(b) sporadic and intermittent pe- 
riods of high production and profits, 
and such periods are inadequately rep- 
resented in the base period. 

(Exam ple: The earnings record of a 
taxpayer in the canning industry indi- 
cates that ordinarily in one ‘of every 
four years the earnings were substan- 
tially above the average of the other 
three, and that it had no such high 
earnings in the base period but had 
poor base period earnings, in construct- 
ing an average base period net income 
it might be allowed average earnings 
for a representative period which in- 
cludes a good year. The illustration in 
the Committee report suggests that the 
period from 1930 to 1933 might be 
used since this period includes one of 
the years of high earnings. periodically 
specified by the taxpayer in the illus- 
tration given.) 

(4) the taxpayer, either during or 
immediately prior to the base period, 
commenced business or changed the 
character of the business and the aver- 
age base period net income does not 
reflect the normal operation for the 
entire base period of the business. If 
the business of the taxpayer did not 
reach, by the end of the base period, 
the earning level which it would have 
reached if the taxpayer had com- 
menced business or made the change 
in the character of the business two 
years before it did so, it shall be 
deemed to have commenced the busi- 
ness or made the change at such earlier 
time. For the purposes of this sub- 
paragraph, the term “change in the 
character of the business” includes a 
change in the operation or management 





The Controller, April, 1943 


of the business, a difference in the 
products or services furnished, a dif- 
ference in the capacity for production 
or operation, a difference in the ratio 
of nonborrowed capital to total capital, 
and the acquisition before January 1, 
1940, of all or part of the assets of a 
competitor, with the result that the 
competition of such competitor was 
eliminated or diminished. Any change 
in the capacity for production or opera- 
tion of the business consummated dur- 
ing any taxable year ending after De- 
cember 31, 1939, as a result of a course 
of action to which the taxpayer was 
committed prior to January 1, 1940, or 
any acquisition before May 31, 1941, 
from a competitor engaged in the dis- 
semination of information through the 
public press, of substantially all the 
assets of such competitor employed in 
such business with the result that 
competition between the taxpayer and 
the competitor existing before Janu- 
ary 1, 1940, was eliminated, shall be 
deemed to be a change on December 
31, 1939, in the character of the busi- 
ness. 

(For example: In 1936 a taxpayer's 
directors became dissatisfied with its 
management and replaced it. The new 
management made changes in sales 
and production policies resulting in a 
substantial increase in the earnings of 
1939, but not reflected in earnings in 
.1937 and 1938. Assuming that the 
new management increased the earn- 
ings record by 50 per cent., the 1936 
actual earnings are increased 50 per 
cent., and the same for 1937 and 
1938.) 

(Another example: A taxpayer com- 
menced the construction of a new plant 
and facilities in 1937, which it did 
not complete until 1941. It committed 
itself during the base period to the 
completion of the program and would 
be entitled to treatment as if the new 
facilities had been in operation on De- 
cember 31, 1939.) 

(Another example: A taxpayer 
started a delivery route in 1938 selling 
food products. In 1938 it had a net 
loss; in 1939 a moderate profit. Its 
steady growth during 1938 and 1939 
indicates that if it had commenced the 
business two years earlier it would have 
had substantially higher earnings. On 


account of its expansion in 1939 it 





may be awarded a constructive base 
period net income.) 

(5) of any other factor affecting 
the taxpayer's business which may tea- 
sonably be considered as resulting in 
an inadequate standard of normal earn. 
ings during the base period and the 
application of this section to the tax. 
payer would not be inconsistent with 
the principles underlying the provi- 
sions of this subsection, and with the 
conditions and limitations enumerated 
therein. 


C. INVESTED CAPITAL 
CORPORATIONS 


The tax computed shall be consid- 
ered to be excessive and discriminatory 
in the case of a taxpayer, not entitled 
to use the excess profits credit based 
on income, if the excess profits credit 
based on invested capital is an inade- 
quate standard for determining excess 
profits, because— 

(1) the business of the taxpayer is 
of a class in which intangible assets 
not includible in invested capital under 
section 718 make important contribu- 
tions to income. 

(For example: A. taxpayer -com- 
menced business early in 1940. Its busi- 
ness was of a class which required lit- 
tle invested capital but required the 
establishment of contracts with its cus- 
tomers. For the first two years it oper- 
ated at a loss, but by 1942 it built up 
patronage and showed a profit of $50,- 
000. If it had invested capital of only 
$10,000 it would be given a construc- 
tive average base period net income be- 
cause one of its principal assets—good 
will—was not included in its invested 
capital.) 

(2) the business of the taxpayer is 
of a class in which capital is not an 
important income-producing factor. 

(Example: A taxpayer commenced 
business in 1940. It required very lit- 
tle capital and cannot qualify as a per 
sonal service corporation. Such a tax- 
payer might be given a constructive 
average base period net income similar 
to that of a comparable firm in the 
class of business in which it was en- 
gaged.) 

(3) or the invested capital of the 
taxpayer is abnormally low. 


(Please turn to page 179) 
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icHT when conditions are making the 

greatest call in history upon account- 

ing, comes this Third Edition of the Ac- 

COUNTANTS’ HANDBOOK. It represents the 

perfecting of the work which for 20 years 

has been a standard of authority wherever 
accounts are used. 

On the entire range of commercial and 
financial accounting, it gives in compact 
form the latest established and accepted 
principles, the very best in practice. It re- 
flects the marked changes in accounting, 
the shifts in emphasis, the new influences 
that have been at work, and the way these 
have found expression in practice. 


For Constant Use by 
Controllers and Staff 


HE ACCOUNTANTS’ HANDBOOK is the 

thing which tops off all your other 
books on the subject, your technical train- 
ing, and your practical experience. 

Here is guidance you want to help you 
make correct decisions, both of interpreta- 
tion and of method of handling. You have 
authoritative recommendations you can ap- 
ply at once; precedents to handle confi- 
dently matters outside your personal ex- 
perience; variations of theory and opinion 
important in dealing with new situations 
and controversial questions. 

On any problem of your work, from 
simple to involved transactions, you can 
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to pertinent considerations of law, finance, 
and business management. 


_ Throughout, you get a maximum of help 
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At your fingertips, condensed, classified, 
and arranged in this single sturdy volume, 
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technical working data it would otherwise 
be a practical impossibility to have avail- 
able. 

In physical content alone, the 1,510 
closely packed pages, the 26 sections, of the 
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volumes. Everything is easy to find and 
apply. The index by itself requires over 50 
pages for its more than 7,000 references 
and cross-references, 


A Tool of Your Work, to Be 
Kept Within Easy Reach 


HE ACCOUNTANTS’ HANDBOOK is built 

to stand up under the constant use you 
will undoubtedly give it. The handsome, 
flexible binding, with its heavy gilt stamp- 
ing, will outlast a dozen ordinary bindings. 
The book lies open before you at any point; 
will hold its shape firmly over years of 


hard service. Price the same 

as earlier editions........ $ 7:20 
1,510 PAGES; 300 FORMS 
AND ILLUSTRATIONS 
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Before there can be any discussion 
about the conditions of industry in the 
period following the war, considera- 
tion must be given briefly to essential 
facts connected with the character of 
our industrial development, and cer- 
tain premises must be hazarded as to 
the probable condition of the world 
after the close of the war. Without the 
establishment of these premises the 
conclusions are likely to be obscure. 

Let us go back about two hundred 
years to the time when instead of in- 
dustrial plants as we now know them, 
production was performed by hand. 
The village cobbler and the cross-roads 
blacksmith were the manufacturers. 
Public utilities might be represented 
by the parlor maid who, in the absence 
of a telephone, was sent by her mis- 
tress to deliver a note to a neighbor, 
or by the groom who, in the absence 
of a railroad, cared for his master’s 
coach. This simile also serves to re- 
mind us that at that period the pro- 
portion of the population engaged in 
household services was far greater than 
today. 


INDUSTRY FOUNDED ON NEED FOR 
Goops AND SERVICE 


The gradual development from these 
primitive methods of supply and serv- 
ice are too well known to require am- 
plification. Suffice it to say that the 
more intelligent and resourceful among 
us have over a long period of years 
gradually replied to the popular de- 
mands by developing what have now 
become the shoe factory, the steel 
plant, the telephone and the railroad. 
Modern industry is founded upon its 
ability to deliver products or perform 
services essential to mankind, or at 
least, if not essential, services and 
products for which man is willing to 
exchange valuable currency equivalent 
to the cost of the service. If man is 
not willing to pay an amount repre- 
sented by the cost of the product or 
service rendered by an industry, that 
particular industry has no reason for 
existing. 


Industry and the Postwar World 


By G. A. Morison 


It is important, therefore, that we 
keep clearly before us the fact that the 
only reason for the existence of in- 
dustry, either as a unit or as a whole, 
is that it performs a service essential to 
mankind. We must beware of the be- 
guiling arguments about the selfish- 
ness of so-called vested interests. Such 
statements have a more popular ap- 
peal than the more correct ones that 
our industries have developed and con- 
tinue to exist solely because they meet 
a public demand more efficiently and 
satisfactorily than it can be met in any 
other way. 


CHANGE IN CHARACTER OF 
MANAGEMENT 


There is also a fallacy, the belief in 
which is encouraged by those opposed 
to our system of free initiative. This 
fallacy is that the leaders of our in- 
dustrial life are essentially selfish, and 
interested primarily in making money. 
Nothing is further from the truth. The 
public must learn to know that these 
leaders are men long trained in sub- 
ordinate branches of their work, grad- 
ually promoted until by the law of the 
survival of the fittest they reach their 
positions of leadership. The chief con- 
cern of such men is to so manage their 
business as to insure continuance of 
its progress, soundness and prosperity 
rather than to make large, short-time 
profits. 

Perhaps the greatest change in in- 






dustry over the last fifty years is this 
change in the character of manage. 
ment. The man who ran his own busj- 
ness may have been principally inter. 
ested in profits; but today the leaders 
of industry are virtually trustees of the 
stockholders’ investments placed in 
their hands. As such their chief aim 
must be in the direction of conserva- 
tive management rather than immense 
profits. 

We should remember also that no 
progress is regular. It is like the 
waves of the ocean with their crests 
and troughs, or like the frog climbing 
out of the well, who jumps up two 
feet and falls back one. Ever since 
mankind has engaged in trade he has 
been harassed by periods of depres- 
sion following periods of unusual 
prosperity, and the crash of 1929, with 
its sad effects on the lives of every one 
of us, is only the most recent and one 
of the most severe of a long succession 
of such events. 

In considering what happened in 
the decade following 1929 let us real- 
ize two of the many weaknesses of the 
human race. It is universally true that 
men, collectively, are unwilling to 
blame themselves and must find a 
whipping-boy on whom to place the 
responsibility for their own shortcom- 
ings. The second weakness is that 
rather than stand up and face reverses 
they are inclined to run for shelter in 
time of trouble. 








FOUR-POINT PROGRAM FOR FUTURE 


Mr. Morison is vice-president of Bucyrus-Erie Company of 
South Milwaukee. He addressed the Milwaukee Control of The | 
Controllers Institute of America on January 12. The article | 
presented here is the substance of that address. Mr. Morison | 
is well known in industrial circles and is active in the affairs of 
the National Association of Manufacturers. 

The four-point program which Mr. Morison presents, for in- 
dustry, is one which will interest controllers and other corporate 
officers. His subject was, ‘Postwar Problems of Industry.” 


—THE EDITOR 
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Human Relations 


Orr future as a nation depends upon relations between gov- 
ernment and business; business and the people; the people one with 
another; employers with employees; our country with other coun- 
tries, economically and culturally. 


It depends upon securing the freedoms we cherish through a 
complete victory over our enemies, and it is contingent upon a future 
for all countries and all peoples free from evil propaganda and from 
policies imposed on them by internal or external forces. 


Human Relations is the formula that will enable us to solve 
these problems, because with humane thought constantly in our 
minds we will give due consideration to the human element in our 
relations with others. 


First in order after Victory 1s Justice to all the peoples and coun- 
tries which have received inhuman treatment and experienced untold 
suffering and misery at the hands of forces which have ignored decent 
Human Relations in their policies. 


This will necessarily mean firm, and even severe policies toward 
those who deserve it—measures which will teach the offenders that 
life is a two-way street and proper Human Relations must be recog- 
nized on both sides of that street. 


, President 


INTERNATIONAL BUSINESS MACHINES CORPORATION 
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We have had repeated examples of 
these weaknesses. Mankind instead of 
realizing the depression of the last 
decade was brought about by his own 
extravagancies, his fear of the future, 
and by the sudden contraction of his 
own purchasing, has laid the blame 
for the depression upon industry. He 
even assumed that industry could con- 


tinue to produce and give employment 


after man, collectively speaking, had 
reduced his voluntary purchases almost 
to the vanishing point. We must, there- 
fore, remember clearly that industry, 
although made the whipping-boy for 
the depression, had practically noth- 
ing to do with it, that it was brought 
about primarily through the psycholog- 
ical weakness of man as a whole. 


DEPRESSION PROLONGED IN UNITED 
STATES 


We must remember also that this 
depression was not national, but 
world-wide. Commercial activity is so 
intergrated throughout the world that 
no important country may be immune 
from the effects of economic condi- 
tions elsewhere. Our country was 
unique, however, in that the govern- 
mental experiments put forth to relieve 
the depression have served only to pro- 
long it. 

After the depression was under way 
what happened? The second weakness 
of mankind became manifest. As a 
child when in trouble runs to its 
mother for comfort and assistance, the 
adult, again speaking collectively, when 
in trouble must go somewhere for com- 
fort, anywhere in fact rather than 
standing up like a man and facing the 
music. In the old days men sought 
comfort and solace in religion. Now, 
having been educated perhaps away 
from a belief in the supernatural, re- 
ligion has to some extent lost its hold 
on the average man; but in his weak- 
ness he must turn somewhere for help 
and goes to the only power available, 
that is Government. 

In past depressions, of which there 
have been many, and some at their in- 
ception just as serious as the most tre- 
cent one, it has been customary for a 
man to tighten his belt and await a 
recovery. This has usually been accom- 
plished by a natural reduction of 
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wages, with consequently decreasing 
costs of product. In due time costs 
become so low as to entice a return of 
buying and the upward curve of busi- 
ness activity is resumed. During this 
last depression, however, the people of 
this country at least, instead of tighten. 
ing their belts and permitting costs of 
products to be reduced until their pur. 
chase became attractive, in their weak. 
ness turned for assistance to the Gov. 
ernment. 

No democracy, in determining what 
is best for its citizens, can be entirely 
unmindful of what citizens desire, re. 
gardless of the consequences; and 
from 1933 on we have witnessed a 
spectacle of a Government, probably 
involuntarily, prolonging and increas. 
ing a depression by virtue of a policy 
of keeping up costs and prices and of 
extravagant spending. This resulted 
in increased taxation at a time when it 
should have been reduced, and, more 
important, in developing a profound 
lack of confidence in the minds* of 
those groups of thoughtful individuals 
who are principally responsible for the 
general prosperity of the nation. 


INDUSTRY MADE SCAPEGOAT 


In addition to this, Government, 
exemplifying some of the weaknesses 
of mankind, has played upon man’s 
foibles and, looking around for a pop- 
ular scapegoat has fastened its tenta- 
cles upon industry. The result is that 
industry has been kicked about during 
the last decade in a manner which 
would have been unthinkable to those 
ptevious generations who realized that 
the prosperity of our country was al- 
most entirely due to its industrial ad- 
vancement. 

At the outbreak of the war industry 
was beginning to gasp its first free 
breath on emerging from the deep 
waters through which it had passed. 
It resolutely forgot its past treatment 
and immediately offered itself, lock, 
stock and barrel, to help the Govern- 
ment which had done so much to in- 
jure it during the last decade. 

It is hardly necessary to report here 
the many remarkable achievements of 
industry since the beginning of the 
defense program. It is now evident 
that the ability of industry to convert 
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its plants from normal to war products, 
and to increase production to an un- 
dreamed of degree, will be profoundly 
recognized in every history of the pres- 
ent war. Five years ago who would 
have thought that a watch manufac- 
turer could within a few weeks con- 
vert his plant to the production of 
fuses, or that a manufacturer of type- 
writers would build machine guns, 
thereby demonstrating that in time of 
war the modern sword is mightier 
than the modern pen? Another inter- 
esting example is that of a manufac- 
turer of vanity cases who converted 
his plant to the production of incen- 
diary bombs. Such a conversion is 
slightly reminiscent of Helen of Troy 
and “the face that launched a thou- 
sand ships.” 

To demonstrate the efficiency of 
modern industry the case of one manu- 
facturer might be pointed out who was 
given a contract for parts for machine 
guns and in a comparatively short time 
had so organized his work that he was 
producing twenty-five parts of a cer- 
tain design in the same time which it 
was taking the neighboring govern- 
ment arsenal to produce one similar 
part. 

It should be remembered that in- 
dustry has been achieving remarkable 
results at a time when it is under prac- 
tically complete government regula- 
tion not only as to wages paid, hours 
worked, labor relations and contracts, 
ptices and financing, but also as to the 
allocation of material with which to 
ptoduce its product. That unfortu- 
nately is necessary in an all-out war. 


PRODUCTION IN SPITE OF 
HANDICAPS 


In spite of the difficulties brought 
on by an extravagant and muddled 
bureaucracy, production figures are 
astounding. The production of planes 
since we entered the war has increased 
from about 200 per month to approxi- 
mately 6,000. During the last year 
alone production of tanks was in- 
creased from 700 to 6,000 per month. 
In the entire year 1941 we produced 
only 95 cargo ships, while in last De- 
cember alone 121 were completed. 

Our industries have certainly gone 
far in the direction of beating our 
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plowshares into swords and our prun- 
ing hooks into spears. 

It should be remembered also that 
while those working in the factories 
received, under government approval, 
greatly increased wages, the earnings 
of industry were reduced. For example, 
real wages in industry averaged a lit- 
tle less than $27 a week in the decade 
from 1920 to 1930, whereas now such 
wages averaged more than $42, an in- 
crease of approximately 56 per cent.; 
corporate earnings averaged 5 per cent. 
on the investment in the decade from 
1920 to 1930, whereas in the subse- 
quent decade they averaged 3 per cent., 
a reduction of 40 per cent. This is in 
spite of the fact that in most of the 
large industries there are from two to 
three times as many stockholders as 
there are employees. If industry is to 
be financed the interests of stockhold- 
ers must be reckoned with. 

Thus far an attempt has been made 
to demonstrate that industry can exist 
only if it fulfills human needs and that 
our modern American industry has an 
unexpectedly tremendous power to 
adapt itself to changing conditions. 

Now what of the future? In the 
summer of 1915, just one year after 
the beginning of the World War, a 
distinguished Professor of Economics, 
with an international reputation, deliv- 
ered a lecture in which, after disclaim- 
ing any intention of making a definite 
prophecy, he demonstrated to the satis- 
faction of most of his audience at least, 
that shortage of food, raw material and 
manpower would prevent the Germans 
from maintaining a successful cam- 
paign more than three months longer. 
He thereby showed not only how 
wrong a distinguished economist may 
be in the use of statistics but also dem- 
onstrated the danger of making proph- 
ecies even upon seemingly justifiable 
premises. While bearing this lesson in 
mind there are still certain probabili- 
ties for the future which should now 
be carefully weighed. 
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Before considering the postwar 
world, however, our first consideration 
must be to win the war and to win it 
so effectively that the postwar world 
will be a place in which civilized na- 
tions may enjoy the satisfactions of 
civilization. That means that the Axis 
powers must not only be defeated but 
be defeated so thoroughly that they 
may never again be a menace to world 
culture or world peace. I am an ad- 
mirer of much of the culture that the 
German people have given to the 
world. Civilization would certainly be 
the loser if it had never enjoyed the 
beauties of Brahm’s First or Beetho- 
ven’s Fifth Symphonies, or the lyric 
poetry of Heine or Schiller, which in 
their way are unique, and it is to be 
hoped that the results of this war will 
not deprive the world of the possibili- 
ties of comparable German contribu- 
tions in the future. 


TEUTONS A MENACE TO FREEDOM 


On the other hand, we cannot dare 
to forget that the Teutonic race is now 
and always has been a military race 
and a menace to the freedom and 
peace of the world. Many of us re- 
member the description in Caeser’s 
Gallic War of Ariovistus, and his bar- 
barous yellow-haired Germani whose 
boast was that they never slept beneath 
a roof and whose lives were regi- 
mented under strict military discipline, 
despising those things “which tend to 
effeminate men’s minds.” It was as far 
back as the year 9 A.D. that the Teu- 
tons, under Arminius at the Battle of 
the Teutoburger Wald administered 
to the Roman Legions the first serious 
set-back they had ever experienced 
from any army, and four hundred years 
later hoards from the Teutonic for- 
ests, first under Alaric at Goth and a 
little later under Attila, advanced into 
the declining Roman Empire as far 
as the Tiber. 

After the crusades, when other 
groups of returning soldiers were es- 
tablishing Knights Templars and 


Knights Hospitalers at Malta, a group 
of Teutons returned from the crusades 
and established, under the guise of 
its being a religious order, an entirely 
different organization known as the 





Teutonic Knights, which for centuries 
exercised a military despotism from the 
fastnesses of Marienberg in East Prus. 
sia. Directly from these sources came 
the militarism of Frederick the Great, 
Bismarck, Kaiser Wilhelm, and _ the 
Nazis. Such a long history of the suc. 
cessful operation of the doctrine that 
might is right cannot be overcome by 
mere treaties. Every understanding 
American will agree that we must take 
a dominant position in establishing 
and controlling the peace and freedom 
of the world and that the days of 
American isolation must be a thing of 
the past. 

For two thousand years the Teutonic 
policy of opposition to justice and de- 
cency has been the scourge of civiliza- 
tion. We must now take a leading 
part in establishing a system which will 
effectively prevent its ever returning 
to menace the world. 

Assuming that the war is won, that 
the menace of Teutonic militarism is 
obliterated, and that some form of 
world parliament is set up by the vic- 
torious allies and other participating 
nations, with sufficient police powers 
to give real promise of future peace, 
we can turn ourselves to a considera- 
tion of the position of industry in this 
country. 


A PROGRAM 


It is not too early now for industry 
to prepare to establish its proper place 
after the war. Definite steps which 
should be taken at present in our ef- 
fort to prevent a ruinous inflation are: 


First, hold wages and prices of products 
as closely as possible to present levels. 
This is not mere talk, industry can exer- 
cise a dominant position in enforcing this 
principle. 

Second, prevent over-supply and serious 
deflation by maintaining inventories at the 
lowest possible volume consistent with 
war-time production. 

Third, plant capacity should not be in- 
creased until all other resources for neces- 
sarily increased production have been ex- 
hausted. 

Fourth, as individuals interested in in- 
dustry, we should make every effort to 
eliminate all the tremendous volume of 
nonessential government spending. 


It is only by these measures that 
inflation can be avoided and it 1s 
only by most of these measures that 
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industry will be in a position to enter 
easily and effectively the postwar world. 

The great menace confronting indus- 
try in the postwar world is the grasp 
of Government which already like 
some huge octopus is reaching out its 
tentacles hither and yon to clutch some 
of the control and some of the benefits 
of industry that rightfully belong to 
the free individuals of a free country. 

There are two trends apparent in 
the world today and it is incumbent 
upon us as individuals to choose now 
which trend shall be followed in the 
future. The trend toward greater gov- 
ernment domination and control, which 
can lead ultimately only to some form 
of communism, or the trend back to 
free institutions in a country which 
protects our system of rewards to those 
individuals who are willing to work 
to obtain them. 

We must bear in mind that the tre- 
mendous material developments in this 
country have been brought about under 
a system of government which recog- 
nizes and encourages individual initia- 
tive, a system which, shared with the 
British Empire, is practically unique 
in the world. Under this system the 
two most prosperous nations have de- 
veloped. We must realize that those 
who drafted our Constitution had defi- 
nitely before them the principle of 
Thomas Jefferson that that Govern- 
ment is best which governs least. We 
must also have clearly in mind the 
dictum of Adam Smith which is true 
today, as it was when he enunciated 
it a century and one half ago, that 
many nations have fought wars and 
endured sacrifices to establish free- 
dom, only to lose that freedom by 
short-sighted peace-time policies. 

We must constantly beware of the 
dangerous talk of visionaries in our 
Government who would have us now 
consider a policy of world-wide de- 
moctacy even for those many nations 
whose state of culture is not far enough 
advanced to receive or profit by it. 


Wuat oF INDUSTRY ON FREE Basis? 


Assuming that by the united efforts 
of the individuals of this country we 
are able to steer the ship of state down 
that stream of individual initiative 
which will lead to prosperity and away 
from the stream that will carry it into 
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machines—to aid them in getting the 
most out of their present equipment. 
For these and other wartime accounting 
helps, call the local Burroughs office. 
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the dark ocean of communism, where 
will it land industry ? ; 
During the days of the last depres- 
sion one of the themes which was 
given voice by many of the academic 
economists who wielded a rod of power 
both in our universities and in gov- 
ernmental councils, was the dismal 
chant that we had reached the last 
frontier and the days of the pioneer 
were over. That doctrine found many 
subscribers but there was never more 
unsound policy preached to immature 
and gullible ears than that thesis. 
While it is true that the free fertile 
land on the open prairies of the west 
has all been taken up and under our 
system of individual initiative the va- 
cant prairies have been replaced by 
productive farms and prosperous cities, 
a real frontier, however, still exists. 
Instead of a frontier of land suited 
principally to agricultural purposes, we 
have another wider, more important 
and more promising frontier than the 
geographic ones of Daniel Boone and 
Lewis and Clark; it is a frontier of 
scientific discovery. The romance of 
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this frontier is not one which can be 
recounted in tales of Nick Carter, or 
in pictures of galloping cow-boys, but 
none the less it is a frontier of incal- 
culable romance and a frontier which 
bids fair to be extended in many more 
directions and to greater distances than 
that which was bounded by the Rocky 
Mountains and the Pacific Ocean. 

The possibilities of industrial de- 
velopment in the postwar period are 
indeed limitless. We hear a good deal 
about the developments in electronics 
which are now in use, in airplane con- 
trol and in various other capacities in 
connection with recent developments 
in ordnance. The synthetic production 
of new sulpha drugs is likely to have a 
profound effect in the present war and 
in the peace thereafter. The develop- 
ments of new catalysts in the petro- 
leum industry may, be very far-reach- 
ing. The actions of moulds produced 
by new discoveries in biochemistry may 
have great effects in agriculture and in 
science. Chemurgy and its relations to 
agriculture are only beginning to be 
understood. 





Witt Nor Fai, IN BENEFICENT 
ATMOSPHERE 


Getting down to more every-day af. 
fairs, the present war has stimulated 
great development in the use of for. 
merly rare metals in alloys with steel, 
Not only will whole industries be de. 
veloped for the production of these 
various chemicals but scientific dis. 
coveries will be used to produce new 
industries. Twenty years ago no one 
could foresee that the radio, which 
was then a mere toy, would be devel- 
oped to become the household neces. 
sity that it is today. Industry must be 
in a position to meet the many de. 
mands of our population for the prac- 
tical application of these new discoy- 
eries. Industry has shown in the past, 
and is now showing during the war, 
that in the future if given a beneficent 
atmosphere in which to live it will 
not fail. The danger is that we as 
individuals will yield to the bureau- 
crats in Washington and not permit 
the development of the beneficent at- 
mosphere. 
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It is a truism to say that bureaucra- 
cies grow by what they feed upon and 
while strict government control is 
necessary in war time, we as individ- 
uals must see that it is eliminated as 
soon as the war is over. We must keep 
the freedoms which make a return to 
our system of individual enterprise 
possible. We must guard now against 
the efforts of the planners in Washing- 
ton to impose controls upon us which 
we cannot release later on. One hope 
in the situation is that in the face of 
the remarkable achievements of in- 
dustry during the war we have before 
us for comparison the blundering and 
extravagance of many of the nonmili- 
tary bureaus set up in Washington. 

We may be much disturbed at the 
present turmoil and lack of efficiency 
in the Washington bureaus, but we 
must also remember that in such a war 
as now exists a very large measure of 
government control is indispensable. 
Moreover, under our form of govern- 
ment a certain amount of unavoidable 
inefficiency is likely to exist. From its 
very nature government cannot be op- 
erated as effectively as private indus- 
try. The number of men capable of 
running the billion-dollar industries in 
this country today can almost be 
counted on the fingers of our hands. 
Before assuming the responsibility of 
managing our largest corporations, such 
men have had many years of experi- 
ence and have then been carefully se- 
lected by Boards of Directors respon- 
sible for the success of the enterprises. 
Leaders of the requisite experience and 
ability are very difficult to find. How 
much more difficult then is it to find a 
leader capable of controlling the hun- 
dred-billion dollar corporation of the 
United States, particularly at a time of 
unprecedented problems and unprece- 
dented expansion ? 

Moreover, in the business world 
great leaders are carefully selected by 
small groups of men directly respon- 
sible for the success of the leaders, 
whereas under government, leadership 
is based on political acumen and the 
great masses of voters in whose hands 
the selection ultimately rests have not 
the ability, experience or information 
necessary to make suitable selections. 

We are well aware that government 
Operations are now extremely compli- 
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cated. We should be equally aware 
that human intelligence cannot be ex- 
pected to plan successfully to maintain 
the delicate balance of the economic 
life of the nation. Prosperity can be 
maintained only by reverting as quickly 
as possible after the war to our long 
established system of free industrial in- 
itiative. The public at large should rec- 
ognize this fact and, if it does, it 
should take steps to see that at the 
end of the war government control 
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is reduced to an absolute minimum. 

As individuals we should talk about 
the possibilities of tremendous indus- 
trial development in the postwar pe- 
riod, but we should lay particular 
stress upon the danger of it being 
ham-strung by increasing government 
controls. We should take steps to see, 
as far as in our power lies, that only 
those people hold public office who 
believe in the dictum of Jefferson pre- 
viously quoted, that a government is 
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best which governs least. Bureaucracy 
has been so entrenched in Washington 
that it is going to be very difficult to 
overcome the forces there necessary in 
war time, but which have no place in 
time of peace. 

A politician understands what the 
people want and he is willing to work 
for such things regardless of their ef- 
fect on the welfare of the nation as a 
whole. An industrialist is trained to 
run his industries, but it is outside his 
province to educate the people as to 
what is really for the nation’s best in- 
terests. It is our responsibility as citi- 
zens, if the postwar world is to be a 
world that is worth living in, to see 
that the people as a whole are so under- 
standing of governmental affairs and 
their significance that they know and 
are willing to work and to fight for 
those things which in the long run will 
be the best for them as a nation. That, 
of course, means a nation in which our 
system of industrial enterprise is per- 
mitted to develop unhampered by un- 
necessary regulations. 

Our Constitution is founded upon 
the principle of representative govern- 
ment. The people choose representa- 
tives who, after full analysis and dis- 
cussion, are expected to vote for meas- 
ures according to the best interests of 
the people as a whole. How far we 
have departed from that principle is 
demonstrated by the success of the 
pressure groups in Washington. 

Problems of a magnitude never be- 
fore envisaged are sure to confront us 
after the war. We cannot plan defi- 
nitely for the future until we know 
what these problems are. What we can 
do, however, to prepare to face them, 
is to put our house in the best possible 
order as previously indicated; to in- 
sist on the election and appointment of 
only the most capable and patriotic 
men for business offices; to work for a 
peace and for a national administra- 
tion which will provide the beneficent 
atmosphere necessary for a free indus- 
try to function on a world-wide basis, 
untrammeled by unnecessary trade re- 
strictions. Given such an atmosphere, 
industry, hand and hand with science, 


will rapidly advance our present fron- 
tiers within sight of distant horizons 
of progress and prosperity undreamed 
of today. 
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CONTROLLERS’ POSTWAR 
COMMITTEE MEETS 


Twenty-five controllers of large com- 
panies, in diversified lines of business, 
from distant points including the Pa. 
cific Coast and the south, as well as the 
eastern and middle western sections, 
met in Cleveland on March 23 to de- 
liberate on postwar problems not only 
of controllers as company officials but 
of business as a whole. They are mem- 
bers of the Committee on Postwar 
Problems, of The Controllers Institute 
of America. Mr. Lloyd D. McDonald, 
vice-president and controller of War- 
ner & Swasey Company, of Cleveland, 
is chairman of the Committee. 

The entire day was spent in present- 
ing and discussing problems, as they 
are now envisaged, which already are 
arising and which the Committee be- 
lieves will be encountered in the tran- 
sition period immediately after the ces- 
sation of hostilities, and in the longer 
range postwar period. 

Much basic material was developed 
which later will be incorporated in a 
special report, to be made public in 
late summer. The Committee published 
its first report in September, 1942, 
which was seized upon eagerly by con- 
trollers and business executives as cov- 
ering the many contingencies which 
are expected to arise. It dealt with 
specific matters, and provided check 
lists of steps to be taken at that time 
in preparation for the emergencies 
which are anticipated. 

The forthcoming report will supple- 
ment and enlarge on the material pre- 
sented in the earlier report, which was 
entitled “Wartime Planning To Meet 
Postwar Problems.” 

A record was made in the meeting 
in Cleveland of every problem which 
was presented, and of every proposal 
advanced by any committee member. 
These proposals will be given careful 
consideration, and it is likely that the 
recommendations to be made by the 
Committee, if approved by the Na- 
tional Board of Directors of The In- 
stitute, will be presented not only to 
business leaders, but to Congress and 
various governmental departments and 
commissions. 
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E. CHESTER PEET 


Institute Member Named Vice-Chairman of 
Advisory Committee on Government 
Questionnaires 


Mr. E. Chester Peet, of Shell Oil 
Company, New York City, has been 
named vice-chairman of the Advisory 


e Committee 


Committee on Government Question- 
naires. He is one of the two representa- 
tives of The Controllers Institute of 
America who are serving on that Com- 
mittee. Mr. H. Parke Thornton, vice- 
president and controller of the White 
Motor Company of Cleveland, was one 
of the five original appointees to that 
Committee, having served for nearly 
one year. 

Five national organizations, includ- 
ing the Chamber of Commerce of the 
United States and the National Asso- 
ciation of Manufacturers, originally 
were each represented by one member 
of the Committee. Recently the repre- 
sentation from these five organizations 
was increased to two men each, and 
Mr. Peet was appointed as the second 
representative of The Controllers In- 
stitute of America by its president, Mr. 
T. C. McCobb. 

Mr. Peet put in several weeks last 
summer, assisting in the work which 
was being done in Washington, which 
included scrutinizing all existing and 
proposed questionnaires in order to de- 
termine whether some of them could 
be eliminated, others simplified, and 
others combined. 





Controllership Problems 





PUBLICATIONS 
| OF THE CONTROLLERS INSTITUTE OF AMERICA 


“Wartime Planning to Meet Postwar Problems” 
A 55-page report by The Institute’s Committee on Postwar 


“Controllers’ Manuals of Instruction” 
“Controllership: Its Functions and Technique” 
“One Hundred Questions and Problems on Controllership’ 


“Papers and Addresses, Tenth Anniversary Meeting” | 


September, 1942 $1.00 
October, 1941 72 Pages $1.00 
August, 1940 134 Pages $2.08 
October, 1940 43 ec $1.00 
December, 1941 270Pages $1.50 | 
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FIVE OPPORTUNITIES TO 
QUALIFY FOR RELIEF 


(Continued from page 168) 











(For example: A taxpayer operating 
a leased plant valued at $1,000,000 
commenced business in 1940 with in- 
vested capital of $40,000, plus the 
lease. The invested capital in this case 
is unusually low compared to the size 
of its operation, and the taxpayer 
would be allowed a constructive aver- 
age base period net income.) 

Section 722 of the original Excess 
Profits Act of 1940 contained certain 
penalty provisions. All of these pro- 
visions were eliminated by the Reve- 
nue Act of 1942, and made retroactive 
for the years 1940 and 1941. Taxpay- 
ers are given until April 21, 1943, in 
which to file claims on Form 991 for 
the years 1940 and 1941. For the year 
1942 a taxpayer must file a claim on 
Form 991 with his tax return if he 
claims the benefit of the Act author- 
izing him to pay a tax of less than the 
amount computed in the ordinary man- 
ner. If his claim is not filed with the 
tax return it must be filed within six 
months from the date the return was 
due; if no claim is filed and the Com- 
missioner determines a deficiency, the 
taxpayer may claim the benefits of 
Section 722 but only to offset the de- 
ficiency. 

There is some question as to whether 
or not a taxpayer should protect its 
interest by filing a claim for refund 
for any of the years involved on the 
ordinary refund claims. My thought is 
that, as a precautionary measure, this 
should be done. Section 722, as 
amended by the Revenue Act of 1942, 
provides that once a constructive aver- 
age base period credit has been estab- 
lished, the Commissioner may pre- 
scribe the extent to which the credit 
may be used for future years. 

Under the Revenue Act of 1940, 
after a constructive base period earn- 
ings had been established, the growth 
formula was applied. It is my opinion 
that this is true under the section as 
amended by the Revenue Act of 1942 
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An Assistant Secretary To Be 
Added to Institute's Staff 


An assistant secretary is to be added 
on May 1 to the staff of The Controllers 
Institute of America in the person of Mr. 
Paul Haase. He comes from the staff of 
the National Association of Credit Men, 
where he has served for twelve years. 

Mr. Haase will become managing editor 
of “The Controller,” the editor of which 
is Mr. Arthur R. Tucker, managing di- 
rector of The Institute. Mr. Haase will 
also assist in carrying on the functional 
activities of The Institute, serving as sec- 
retary of several of its committees. 

During his years of service with the 
National Association of Credit Men, 
which has approximately 20,000 members, 
Mr. Haase was associate editor of ‘Credit 
and Financial Management,” the associ- 
ation’s official monthly publication. He 
also was Director of Public Relations and 





PAUL HAASE 


Newly Appointed Assistant Secretary of 
Controllers Institute of America 


Promotion of that association. Prior to 


joining the staff of the National Associ- 
ation of Credit Men in 1931, Mr. Haase 
was on the staff of the old New York 
World. He is a graduate of New York 
University, with a B.S. degree, and resides 





in Tenafly, New Jersey. He is a national 
director of the National Association of 
Public Relations Counsel. He is the au- 
thor of a number of magazine articles on 
economic and business trends. 

Commenting on the loss of Mr. Haase, 
Mr. Henry H. Heimann, executive officer 
of the National Association of Credit 
Men, said in a recent communication to 
his national board of directors: 

“I have not announced to the field the 
loss of one of my staff men. This is not 
due to a war wage matter. Paul Haase 
will leave us about the close of this 
month. He has been an exceptionally 
good man. He had further opportunities 
with us here and he has been moved right 
along, but his new assignment is such that 
I could not conscientiously urge him to 
remain. 

“Paul is to be Assistant Secretary of The 
Controllers Institute of America. I regret 
losing him. He has been all that a man 
would desire, but when his new assign- 
ment is considered I must in fairness say 
it affords an opportunity beyond that 
which we could provide and therefore he 
leaves us with all of our good wishes for 
his success. He will be leaving about the 
first of May.” 


Personal Note 


Ralph L. Arnheim, a member of The Con- 
trollers Institute of America, was recently 
elected a director, vice-president and treas- 
urer of the Chicago Mail Order Company, 
Chicago. He was formerly secretary and 
treasurer of the company. 


RAYMOND G. WEIGAND 


Raymond G. Weigand, assistant control- 
ler of West Penn Power Company, Pitts- 
burgh, Pennsylvania, died on March 9 in 
his home, 250 Jefferson Drive, Mt. Leba- 
non, Pittsburgh, after an illness of several 
months. He was 49 years old. 

Mr. Weigand, a life-long resident of the 
Pittsburgh district, attended the University 
of Pittsburgh. He spent about five years 
with Price, Waterhouse & Company as a 
senior accountant, and was auditor of the 
Verona Tool Works for two years. He went 
to West Penn Power Company as Division 
Auditor in 1927, and in 1937 became as- 
sistant controller. He became a member of 
The Controllers Institute of America in 
1937. Mr. Weigand served overseas in 
World War I and was a member of the 
American Legion. 
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PERSONAL NOTES 


Mr. Norman L. Witt, one of the younger 
members of The Controllers Institute of 
America, was elected treasurer of The An- 
gostura-Wupperman Corporation, New 
York City, on March 8, 1943. 


The Board of Directors of S K F Indus- 
tries Incorporated, Philadelphia, on March 
30, elected Mr. T. W. Dinlocker vice. 
president and treasurer. He previously had 
served as secretary and treasurer. Mr. Din- 
locker has been with the company for twen- 
ty-six years, and his elevation to vice-presi- 
dent is in recognition of long and faithful 
service. Mr. Dinlocker has been a mem- 
ber of The Controllers Institute of Amer- 
ica since June 22, 1936, and his member- 
ship certificate number is 745. He is a 
member of the National Board of Directors 
of The Institute, and has served a term as 
president of the Philadelphia Control, as 
well as on its Board of Directors and vari- 
ous committees. : 


Mr. George E. Carpenter was elected re- 
cently treasurer and assistant secretary of the 
Westinghouse Electric Supply Company, 
New York City. He succeeded Mr. W. M. 
Dick, a former member of The Institute, 
who resigned after forty years of service. 
Mr. Carpenter joined The Institute in Feb- 
ruary, 1942. 


Mr. Lyle H. Olson, a member of The 
Controllers Institute of America, and vice- 
president of The American Appraisal Com- 
pany, New York City, was elected chairman 
of the executive committee of the company 
at the recent annual meeting in Milwaukee. 


Mr. Robert W. Cooper has been ap- 
pointed controller of the Signode Steel 
Strapping Company, Chicago, Illinois. He 
was formerly with the Wells-Lamont Smith 
Corporation, Chicago, and before that was 
with The Munsingwear Corporation, Min- 
neapolis. He became a member of The Con- 
trollers Institute of America in December, 
1936. His certificate is Number 860. 


Mr. Edmond S. La Rose, controller 
Bausch & Lomb Optical Company, Roch- 
ester, New York, has been elected a di- 
rector of the company. He is a member 
and a director of The Controllers Insti- 
tute of America. For several years the 
forecasts of general business which have 
been prepared by his office have been 
viewed with interest and have received 
much attention. 


Mr. Charles A. Heiss, controller of the 
American Telephone and Telegraph Com- 
pany, New York, retired on April 1, 
1943, after thirty years with the _com- 
pany. Mr. Pierre W. Saxton, assistant 
controller, succeeded him. Mr. Heiss has 
been a member of The Controllers In- 
stitute of America since October 24, 1931, 
and his certificate is Number 4. 
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MEETINGS OF CONTROLS 











ST. LOUIS 
Topic: “POST-WAR RECONSTRUC- 
TION” 

Dr. Isaac Lippincott, Professor of Eco- 
nomic Resources at Washington Univer- 
sity, was the guest speaker at the March 
meeting of the St. Louis Control. His topic 
was “Post-War Reconstruction.” The meet- 
ing was held March 23, in the Missouri 
Athletic Club. ee 5 

A noted economist, Dr. Lippincott is 
the author of “Economic and Social His- 
tory in the United States” and other books 
on national and international economic 
problems. He is a graduate of Harvard 
University, and received his Ph.D. from the 
University of Chicago in 1912. 


ROCHESTER 

Topic: THE CONTROLLED MATE- 

RIALS PLAN 

Two executives of the Bausch & Lomb 
Optical Company led a discussion of the 
Controlled Materials Plan at the regular 
March meeting of the Rochester Control. 
The speakers, Mr. J. E. Hansen, director 
of purchases, and Mr. W. B. Wight, ad- 
ministrator of priorities (CMP), discussed 
such points as: Does the purchasing de- 
partment receive the cooperation it should 
from the controller's department in re- 
gard to records and inventories? Will CMP 
permit reduction in inventories? Will the 
necessary paper work cause production de- 
lays? 

"The meeting was held in the Rochester 
Club, on March 31. 


PITTSBURGH 
Topic: “THE BUSINESS OF PRO- 
DUCING OIL” 

The staff geologist of the Gulf Corpo- 
ration, Dr. K. C. Heald, was the guest 
speaker at the regular meeting of the Pitts- 
burgh Control, which was held March 22 
in the Fort Pitt Hotel. He spoke on the 
subject, “The Business of Producing Oil.” 
The Control was visited at this meeting by 
Mr. T. C. McCobb, president of The In- 
stitute, and by Mr. Arthur R. Tucker, man- 
aging director. 


NEW YORK CITY 


Topic: ‘EMPLOYER-EMPLOYEE RE- 
LATIONS TODAY” 


A large delegation of members of the 
New York City Control turned out to hear 
an off-the-record address on “Employer-Em- 
ploye Relations Today,” presented by Mr. 
Cyrus $. Ching, employer representative on 
the War Labor Board. Mr. Ching has been 
ditector of industrial and public relations 
of the United States Rubber Company for 
the past 23 years, and is a past president 
of the American Management Association. 
The meeting—the regular gathering for 
March—was held March 15 in the Hotel 
New Yorker. 

A special luncheon meeting was held 


March 10 in the Hotel Shelton, at which 
Mr. Eaton V. W. Read, Administrator of 
WPB Order L-219, discussed problems aris- 
ing from inventory limitation. He was aided 
by his assistant, Mr. Harry D. Wolfe. 


MILWAUKEE 


Topic: “WAGE AND SALARY STA- 
BILIZATION” 


Attention at the March meeting of the 
Milwaukee Control was focussed upon an 
engrossing topic, for the subject of the 
guest speaker’s address was “Wage and 
Salary Stabilization.” The speaker was Mr. 
Leon Foley, of the Milwaukee law firm of 
Miller, Mack and Fairchild. The meeting, 
which was held March 9 in the University 
Club, followed the customary monthly din- 
ner. 


LOUISVILLE 
Topic: PAYROLL PROCEDURES 


A slide film demonstration of payroll 
procedures was featured at the regular 
monthly meeting of the Louisville Control, 
which was held March 31 in the Pendennis 
Club. The film, entitled “How We Do 
It,” was exhibited by Charles Peters, tabu- 
lating supervisor of The Mengel Company, 
and John Gilmore, assistant chief account- 
ant. 


LOS ANGELES 


Topic: “MAJOR ECONOMIC PROB- 
LEMS OF PRICE CONTROL” 

Mr. Arthur C. Coons, State Price Officer 
for the Office of Price Administration in 
California, was the guest speaker at the 
March meeting of the Los Angeles Control. 
His subject was “Major Economic Problems 
of Price Control.” The meeting was held 
in the Clark Hotel on March 18. 


KANSAS CITY 


Topic: “THE IMMEDIATE FUTURE 
AND POST-WAR PROBLEMS” 

Dr. Charles F. Roos of the Institute of 
Applied Econometrics, New York, whose 
article on ‘Problems of Control During 
Wartime” was published in the January is- 
sue of this magazine, was the guest speaker 
at the regular monthly meeting of the Kan- 
sas City Control. His topic was ‘The Im- 
mediate Future and Post-War Problems.” 
The meeting was held March 10, in the 
Kansas City Club. Dr. Roos, who has been 
awarded fellowships by various institutions, 
and who is the author of several books on 
economics, addressed the Cleveland Control 
in November. 


INDIANAPOLIS 
Topic: INDIANA LEGISLATION AF- 
FECTING BUSINESS 
A report on the laws affecting business 
passed in the current session of the Indiana 
Legislature was rendered at the March 
meeting of the Indianapolis Control, held 
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March 11 in the Indianapolis Athletic Club. 
The speaker was Mr. William H. Book, 
executive vice-president of the Indianapolis 
Chamber of Commerce. 


HOUSTON 


Topic: “INDUSTRY’S STAKE IN 
COLLEGIATE EDUCATION” 


“Industry’s Stake in Collegiate Educa- 
tion’’ was the chief topic for discussion at 
the regular monthly meeting of the Hous- 
ton Control. The speaker was Mr. C. 
Aubrey Smith, Professor of Accounting at 
the University of Texas. The meeting was 
held March 23, in the Houston Club. 

Professor Smith reported a trend toward 
ever larger subsidies for education on the 
part of the Federal government, with a 
consequent probability that learning in the 
future will go to those who are best fitted 
for it, rather than to those who can merely 
afford to pay for it. Hand-in-hand with 
this, he pointed out, is a growing practice 
on the part of industrial firms of guaran- 
teeing positions to students upon comple- 
tion of specialized courses. The speaker 
cited instances in which certain companies 
paid the college expenses of students who 
received such guarantees. Professor Smith 
also stressed the educators’ problem of so 
training students that they can be of the 
greatest possible benefit to business after 
graduation. 


HARTFORD 


Topic: “WAGE AND SALARY STA- 
BILIZATION” 


The attorney for the Manufacturers Asso- 
ciation of Connecticut, Mr. Richard F. 
Berry, addressed the members of the Hart- 
ford Control at their regular monthly meet- 
ing, which was held March 11 in the Elm 
Tree Inn, Farmington. Mr. Berry’s subject 
was ‘‘Wage and Salary Stabilization.” 

Mr. Berry urged the controllers to give as 
complete information as possible to the Re- 
gional War Labor Board when filing volun- 
tary wage adjustment applications. “The 
present average time-lag between the appli- 
cation date and approval date is six to eight 
weeks,” Mr. Berry said, “and this is due to 
incomplete and inaccurate applications. The 
economists or analysts attached to the Board 
must have sufficient information upon which 
to present the applicant’s case and secure 
favorable action. 

“It is very necessary to show the absence 
of any historical differential, or the lack of 
any prior criteria—as when a company has 
recently converted—so that the Board will 
know that in allowing wage adjustments it 
is not disturbing such differentials between 
plants in the same area or between plants 
in the same industry, where the fhect if 
any adjustment would be industry-wide.” 

President Floyd A. Pearce of the Hart- 
ford Control has appointed three members 
of that group to serve on the nominating 
committee, with instructions to draw up a 
slate for the election of officers, which will 
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take place in June. The members of the 
committee are as follows: Mr. Herman A. 
Papenfoth, first vice-president of the Con- 
trol and chief accountant of the Trumbull 
Electric Mfg. Co., Plainville; Mr. Charles 
F. Pendlebury, controller of Veeder-Root, 
Inc., Hartford, who is second vice-president 
of the Hartford Control, and Mr. Homer T. 
Huffield, secretary of the group and assist- 
ant treasurer of the Capewell Manufac- 
turing Company, that city. Mr. Pearce is 
assistant treasurer of The Torrington Com- 
pany, Torrington. 


DISTRICT OF COLUMBIA 


Topic: ‘‘THE AFTERMATH OF 
GLOBAL WAR ON OUR ECON- 
OMY” 

Mr. John A. Reilly, president of the Sec- 
ond National Bank and also of the District 
of Columbia Bankers Association, was the 
guest speaker at the regular monthly meet- 
ing of the District of Columbia Control, 
held March 23 in the Carlton Hotel. He 
spoke on ‘‘The Aftermath of Global War on 
Our Economy.” 


DETROIT 
Topic: “THE 48-HOUR WEEK” 


A round table discussion on “The 48- 
Hour Week’’ followed the regular monthly 
dinner of the Detroit Control, which was 
held March 30 in the Hotel Statler. The 
discussion was led by Mr. J. E. Hearst, 
controller of the S. S. Kresge Co., and a 
member of the Control. A meeting of the 
Board of Directors followed the session. 


DAYTON 


Topic: “LABOR CONTROL UNDER 
TODAY’S CONDITIONS” 


The March meeting of the Dayton Con- 
trol was given over to a discussion of ‘‘La- 
bor Control Under Today’s Conditions,” led 
by Mr. Nelson O. Scourfield, works man- 
ager of the Harris-Seybold-Potter Company. 
It was a return engagement for Mr. Scour- 
field, who some time ago spoke before the 
Control regarding job evaluation and its ef- 
fect upon controlling labor costs. The meet- 
ing was held March 11, in the Van Cleve 
Hotel. 


CLEVELAND 
Topic: “RECENT DEVELOPMENTS 
IN PROPERTY AND DEPRECI- 
ATION PRACTICES” 
Interesting light on post-war planning 
problems was cast by the guest speaker at 


the March meeting of the Cleveland Con- 
trol. Mr. W. Y. Armstrong, whose topic 
was “Recent Developments in Property and 
Depreciation Practices,” is district manager 
of the American Appraisal Company and an 
authority on the subject. The meeting was 
held March 4, in the Hotel Cleveland. 





CINCINNATI 
Topic: “PRESENT GOVERNMENTAL 
REGULATIONS AND DIRECTIVES 
AFFECTING CONTROLLERSHIP” 


A round table discussion on “Present 
Governmental Regulations and Directives 
Affecting Controllership’”’ followed the reg- 
ular monthly dinner of the Cincinnati Con- 
trol, which was held March 9 in the Nether- 
land Plaza Hotel. Mr. Louis O. Kiehborth, 
controller of the Black Clawson Company, 
Hamilton, who is a member of the Control, 
acted as discussion leader. Members and 
their guests were urged to come prepared 
to ask questions concerning their particular 
problems arising from governmental reg- 
ulations. The next meeting of the Cincin- 
nati Control will be held April 13. 

President Fred H. Allen of the Cincinnati 
Control has announced the appointment of 
a nominating committee for 1943-44, made 
up of four past presidents of the organiza- 
tion, with Mr. Carl M. DeBuck of the 
Union Central Life Insurance Company as 
chairman. The other committee members 
appointed are: Mr. James F. Allen of the 
American Laundry Machinery Company; 
Mr. George F. Brenner of the Cincinnati 
Gas & Electric Company, and Mr. G. Bain 
Waters of The Richardson Company. 


CHICAGO 
Topic: “THE UNITED STATES IN 
THE WAR—WHERE WE STAND 
AND WHAT LIES AHEAD” 

The director of the foreign news service 
for the Chicago Daily News, Mr. Carroll 
Binder, addressed the members of the Chi- 
cago Control at their regular March meet- 
ing. His topic was ‘The United States in 
the War—Where We Stand and What Lies 
Ahead.”” The meeting was held March 24, 
in the Union League Club. 


CHATTANOOGA 

Topic: UNEMPLOYMENT TAX 

MERIT RATING 

Mr. J. H. Hardy, a member of the Con- 
trol and sponsor of Tennessee’s new Merit 
Rating Plan for Unemployment Insurance 
Contribution, conducted a question-and-an- 
swer period on the new plan at the regular 
monthly meeting of the Chattanooga Con- 
trol, which was held March 10, in the Read 
House. Another feature of the meeting was 
a continuation of the “Bring Your Own 
Problems” clinic which was found so suc- 
cessful in February. 


BUFFALO 
Topic: DISCUSSION OF RENEGOTI- 
ATION, CMP AND WAGE STA- 
BILIZATION 


The March meeting of the Buffalo Con- 
trol was given over to open discussion of 
three current business problems of special 
interest to the members—renegotiation of 
war contracts, the Controlled Materials 
Plan, and wage and salary stabilization. 
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The discussion was followed by a general 
“complaint session” in which members ep. 
joyed the opportunity to air bothersome 
difficulties. The meeting was held March 2 
in the Park Lane. : 


BRIDGEPORT 
Topic: PROCEDURE BEFORE THE 
WAR LABOR BOARD ON WAGE 
AND SALARY STABILIZATION 
Mr. G. Kibby Munson, who recently ad. 
dressed the Baltimore Control on “Labor 
Disputes and the War Labor Board,” spoke 
March 3 before the Bridgeport Control re- 
garding procedure before the Board, espe. 
cially in regard to wage and salary stabiliza- 
tion. He also covered the subject of wage 
questions in general. Mr. Saul Wallen, 
chairman of the Regional War Labor Board, 
Boston, also addressed the meeting, which 
was held in the University Club. 


BOSTON 
Topic: “POST-WAR PLANNING” 
“Post-War Planning” was the topic for 
discussion at the March meeting of the Bos- 
ton Control, and the guest speaker was Dr. 
Melvin T. Copeland, Professor of Market- 
ing at the Graduate School of Business Ad- 
ministration, Harvard University. The meet- 
ing was held March 23, in the University 
Club. 


BALTIMORE 
Topic: THE 48-HOUR WORK WEEK 
ORDER 
The meeting which followed the regular 
monthly dinner of the Baltimore Control, 
held March 10 in the Lord Baltimore Hotel, 
was devoted to open discussion of the 48- 
Hour Work Week Order, under which most 
employes in that area will come. Because 
of the wide interest in the subject, members 
were invited to bring the officers of their 
companies to the meeting, along with other 
guests. 


TWIN CITIES 
Topic: “RELIEF PROVISIONS OF 
THE EXCESS PROFITS TAX” 

A round table discussion of “Relief Pro- 
visions of the Excess Profits Tax” took place 
at the regular monthly meeting of the Twin 
Cities Control, which was held March 2, in 
the Town and Country Club, Minneapolis. 
The round table was led by Mr. John L. 
Connolly, secretary of the Minnesota Mining 
and Manufacturing Company. 


SYRACUSE 

Topic: “THE RELATIONSHIP OF JOB 
VALUATION AND WAGE STA- 
BILIZATION” 

Mr. Thomas Cox of the Carrier Corpora 
tion, who has made a special study of the 
subject, addressed the March meeting of the 
Syracuse Control on “The Relation of Jo 
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Valuation and Wage Stabilization.” The 
meeting was held March 16, in the Indus- 
trial Club. 


SPRINGFIELD 


Topic: “PLANNING NOW FOR POST- 
WAR PROBLEMS” 


A round table discussion on the impor- 
tant subject, “Planning Now for Post-War 
Problems” featured the regular monthly 
meeting of the Springfield Control. The 
meeting took place March 16, in the Hotel 
Sheraton, and was preceded, as usual, by a 
dinner. 


SAN FRANCISCO 


Topic: THE WORK OF THE WAR 
MANPOWER COMMISSION 


Two executives of the War Manpower 
Commission described the work and prob- 
lems of ‘that organization at the April meet- 
ing of the San Francisco Control. Mr. Don- 
ald H. Roney, assistant chief of the Division 
of Program Planning and Review, who was 
the first speaker of the evening, spoke to 
the Control on the international aspects of 
the Commission’s work. He was followed 
by Mr. James Blaisdell, area director of the 
WMC, who discussed the war manpower 
problems confronting the San Francisco Bay 
region. 

Vice-President William Webster of the 
Control, who is controller of the Bankamerica 
Company, presided at the meeting, which 
was held March 25 in the St. Francis Hotel. 


Three Detroit Control Committees 
Named 


Appointments to three important com- 
mittees was announced at the regular 
monthly meeting of the Detroit Control by 
President G. W. Schwarz, controller of the 
Wyandotte Chemicals Corporation. Three 
members were named to the Nominating 
Committee: Mr. Kenneth B. Coates, as- 
sistant treasurer of the Great Lakes Steel 
Corp.; Mr. Edwin C. Brendtke, controller 
of the F. L. Jacobs Company, and Mr. W. 
W. Bradshaw, controller of the Parker Rust 
Proof Company. 





THREE CONTROLS IN 
JOINT CONFERENCE 


The Buffalo, Rochester, and Syra- 
cuse Controls of The Controllers In- 
stitute of America will unite in a tri- 
Control meeting, which is in reality 
a regional conference, on May 5. 
The meeting will be held in Roch- 
ester, and committees are at work 
arranging the program. 








Two were appointed to serve on the 
Auditing Committee: Mr. Edwin M. Pratt, 
assistant treasurer of the Bower Roller Bear- 
ing Company, and Mr. Melvin G. Bleitz, 
assistant controller of the Evans Products 
Company. 

A special committee was named to han- 
dle matters in conjunction with the Mid- 
Western Conference, composed of Mr. O. J. 
Gurwell, controller of the Michigan Plant, 
Thompson Products, Inc.; Mr. F. A. Buchda, 
vice-president of the Eaton Manufacturing 
Company, and Mr. Alfred I. Hawkins, treas- 
urer of the Timken-Detroit Axle Company. 

The meeting was held March 30, in the 
Hotel Statler. 





Positions Wanted 











Accounting Executive 

College graduate, age 38, presently as- 
sistant comptroller for large manufacturer 
(more than 10,000 employees) in charge 
of accounting department, wishes new 
connection. Experienced in budgetary con- 
trol, costs, methods and systems, general 
accounting, administration; clear thinker 
with creative imagination, ingenuity, and 


initiative; accustomed to heavy respon- 
sibility and pressure. Opportunity for 
productive accomplishment and personal 
inner satisfaction therefrom is far more 
important than rate of salary. Northern 
location preferred. Address Box No. 405, 
“The Controller.” 


Controller-Treasurer or Assistant 


Now employed as assistant treasurer by 
leading midwestern manufacturer of non- 
essentials who formerly conducted a 
world-wide business. Would like to make 
a change whereby I could contribute to 
the war effort without entirely sacrificing 
post-war future. Excellent educational back- 
ground and practical experience in all 
phases of accounting, including public ac- 
counting, costs, statement preparation, office 
personnel and management. Age 40, mar- 
ried, one child. Address Box No. 411, 
“The Controller.” 


Certificates of Membership 
Each member of The Controllers In- 
stitute of America should have a cer- 
tificate of membership. Communicate 
with national office. 
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Philadelphia - 





Depreciation and Depletion Studies 
Valuations and Appraisals 
Organization and Business Reports 
Securities Registration Investigations 
Design and Construction 


Industrial Engineering 


Ford, Bacon & Davis 


dSncorporated 


Engineers 





Washington - 


NEW YORK, N. Y. 


Chicago 
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NEW MEMBERS ELECTED 


At a meeting of the National Board of 
The Controllers Institute of America held 
March 26, 1943, the applicants named be- 
low were elected to active membership in 
The Institute: 


J. GLENN BILYEA 
Precision Castings Company, Inc., Syra- 
cuse. 


LEON E. BROWNELL 
Kendall Mills, Walpole, Massachusetts. 


JouN H. BuLin, Jr. 
W. T. Cowan, Inc., Baltimore. 


WILLIAM H. Hirp 
American Aviation Corporation, James- 
town, New York. 


EpwIn T. Hype, Jr. 
Winchester Repeating Arms Company, 
New Haven. 


SANFORD L. JOHNSONBAUGH 
Kuehne Manufacturing Company, Mat- 
toon, Illinois. 


LEE G. KNIGHT 
Ohmar Incorporated, Omaha. 


H. V. LEVERETT 
Pacific American Fisheries, Inc., Belling- 
ham, Washington. 


WINFIELD I. MCNEILL 
General Aniline & Film Corporation, 
New York City. 


HENRY L. MAGGIOLO 
Julius Aderer, Inc., New York City. 


LEONARD C. MALLET 
Pratt & Whitney Aircraft Corporation of 
Missouri, Kansas City, Missouri. 


BUSINESS NEED NOT 
“FLY BLIND” 


Our services 
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D. ANDERSON MURPHY 
Riggs Distler & Company, Inc., Balti- 
more. 


FRANKLIN P. NORMAN 
Cleveland Frog & Crossing Company, 
Cleveland. 

HENRY C. T. PALMER 
John T. Lewis & Brothers Company, 
Philadelphia. 

HASKELL R. PATTON 
Carnegie Institute of Technology, Pitts- 
burgh. 





Election of the 20 new 
members named above 
brings the total mem- 
bership of ‘The Institute 
to 


1,931 


NO COMPANY MEMBERSHIPS 


| There are no company member- 
| ships in The Controllers Institute 
| of America. 

All memberships are on an indi- 
vidual, personal basis. They are 
| bestowed upon individuals only 
after they have made available to 
| the Admissions Committee infor- 
| mation concerning their personal 
| qualifications, positions and re- 
sponsibilities, which indicates that 
they meet the high standards of 
eligibility established by The Insti- 
tute. 

There is something of the pro- 
fessional atmosphere about con- 
trollership, which is conveyed by 
membership in The Institute. 

Memberships are not transfer- 
able. Once a controller has been 
elected a member of The Institute 
he may retain his membership in- 
definitely, no matter what changes 
may take place in his business con- 
nections or responsibilities. 
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H. WILFRED PROULX 3 
Columbia Aircraft Corporation, Valley a 
Stream, New York. E 


ARNOLD E. ROSCHLI P 
American Saw Mill Machinery Company, ~ 
Hackettstown, New Jersey. ‘3 


J. WM. SCHULZE 
South Portland Shipbuilding Corpora. 
tion, South Portland, Maine. 


T. JEROME TWINING 
Gifford-Wood Company, Hudson, New 
York. 


FRANKLIN K. ZIMMERMAN 
Lynch Manufacturing Corporation, De- 
fiance, Ohio. 


HOW COMPANIES TREAT 
TAX NOTE ITEM 


A member of The Controllers Insti- 
tute of America has reviewed 197 an- 
nual reports of companies for the year 
ended on or about December 31, 1942. 

Of that number, he reports, 148 had 
purchased United States Treasury tax 
notes, and of the 148 reports, 90 dis- 
closed that the companies had de- 
ducted the notes from the tax liability 
account, while 58 companies had 
treated the tax notes as current assets. 

The proportions are 61 per cent. and 
39 per cent., respectively. 

At the time the tax notes were made 
available to the public there was con- 
siderable discussion as to the best way 
to show them on the balance sheet. 


Exempted from Inventory 
Provisions of CMP 


Petroleum operators and mining and ~ 
utilities producers have been exempted 7 
from the inventory provisions of Con- = 
trolled Materials Plan Regulation No. = 
2. Announcement was made on March © 
27 by Director Harold Boeschenstein. © 


Personal Note 


G. T. Zignone, formerly treasurer of © 
G. P. Putnam’s Sons, New York, became = 
controller of Macfadden Publications, Inc, ~ 
New York, late in March. Holding certifi 
cate Number 711 he has long been promi- = 
nent in the activities of The Controllers 7 
Institute of America, having become a mem- ~ 
ber in June, 1936. He is secretary of the q 
New York City Control for the current @ 
season. ; 








